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Introductory Section

The Baltimore City Fire and Police Departments have formed a partnership to start a
new Public Safety Training Facility at the former Pimlico Middle School in Northwest
Baltimore. Fire and police trainees will use this facility for medical services training, as
well as classroom and physical training. In-service training and other specialized
training for veteran firefighters/paramedics and police officers will also be conducted at
this new facility. The Baltimore City Fire and Police Departments are committed to
improving their training to better protect and serve the citizens of Baltimore.
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FIRE AND POLICE EMPLOYEES'

CITY OF BALTIMORE RETIREMENT SYSTEM

SHEILA DIXON, Mayor THOMAS P. TANEYHILL, CPA, Executive Director
7 E. Redwood Street
19th Floor

Baltimore, Maryland 21202

December 30, 2008

The Honorable Members of the Board of Trustees
Fire and Police Employees' Retirement System
Baltimore, Maryland

The Fire and Police Employees' Retirement System of the City of Baltimore (F&P, Plan, System) has just
completed its forty-sixth year of service to the uniformed officers of the Baltimore City Fire and Police
Departments. On behalf of the dedicated staff that serves the System’s membership, I am pleased to submit the
Comprehensive Annual Financial Report of the F&P for the fiscal year ended June 30, 2008. The System's
administration is responsible for both the accuracy of the data and the completeness of the presentation, including
all disclosures. To the best of my knowledge and belief, the enclosed data is accurate in all material respects and
is reported in a manner designed to present fairly the financial position and results of operations of the F&P. The
F&P is a component unit of the City of Baltimore.

This report consists of five sections: the Introductory Section contains the Letter of Transmittal, the
Chairman's Report, the identification of the Board of Trustees (Board), the Organization Chart, and the
identification of the professionals who provide services to the Board; the Financial Section contains the
Independent Auditor’s Report, the Management’s Discussion and Analysis, the financial statements of the
System and certain required supplementary information; the Investment Section contains the Investment
Advisor’s Report on Investment Activity, Investment Objectives and Policies, Investment Results, various
investment schedules, and a Schedule of Investment Professionals; the Actuarial Section contains the
independent Actuary's Disclosure Certification, assumption tables, schedules of valuation data, and a Summary
of Plan Provisions; and the Statistical Section includes data pertaining to active and retired members of the
System and benefit expenses.

Established July 1, 1962, by City ordinance, the F&P is a defined benefit plan that covers all uniformed
officers of the Baltimore City Fire and Police Departments. The plan also covers certain Maryland Aviation
Administration firefighter/paramedics and certain Maryland Transportation Authority police officers. These
State of Maryland employees were grandfathered into F&P plan coverage by State law.

All System-related administrative and benefit provisions are established by City ordinance, as contained
in Article 22 of the Baltimore City Code, and may be amended only by the Mayor and City Council. The plan
provisions provide a contractual relationship for the membership, unless specifically excepted, whereby benefits
may not be diminished or impaired in any way.

The F&P provides normal service retirement benefits for members who attain age fifty, regardless of
service, or who acquire twenty years of membership service, regardless of age. Employees who become
members of the F&P on or after July 1, 2003, must have, in conjunction with the aforementioned, at least ten
years of service as contributing F&P members. Coverage for line-of-duty disability benefits is immediate upon
entry into the System. Disability benefits for non-duty-related injury or illness are provided after the attainment
of five years of membership. Line-of-duty death benefits are provided upon membership for any member whose
death results from an injury occurring in the actual performance of duty. After one year of System service,
members are also covered for non-duty-related death benefits. Members who do not reach service retirement
benefit eligibility remain vested only in their accumulated member contributions and interest credits, which are
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payable to the member upon termination from employment. A Deferred Retirement Option Plan (DROP) is
available to members who attain twenty or more years of service. More complete information on DROP can be
found in the Summary of Plan Provisions beginning on page 67.

Major Initiatives

The System’s post-retirement increase provisions were the subject of review and discussion with the
Board of Trustees. The System’s actuary again reported to the Board that the post-retirement increase provisions
allocate too many dollars away from the general asset pool in order to pay the increases and not enough assets
remain to pay regular retirement benefits to members. The actuary warned that with lower long-term investment
earnings expectations and increased volatility in the investment markets, the current post-retirement increase
provisions will have a detrimental impact on the assets needed to pay regular plan benefits and, if not remedied,
the provisions will substantially increase the City’s annual required contribution.

The actuary presented alternatives to the Board which included lowering the assumed rate of return for
post-retirement assets from 6.8% to 5% or amending the post-retirement provisions. Lowering the assumed
earnings rate would increase the city’s annual required contribution by $61.5 million per year, an amount
unacceptable to the City Administration.

The actuary also presented new post-retirement increase criteria to the Board for consideration.
Amendments to the current post-retirement increase provisions were drafted for review by the Board. The Board
deferred submission of the amendments to the Administration pending receipt of a legal opinion rendered by the
City Solicitor as to whether the proposed amendments violate the contractual relationship section of the plan
provisions. The Administration, however, called for the proposed amendments and submitted them to the City
Council on October 27, 2008. As of the date of this report, the Board has deferred submission of its report to the
City Council on the proposed amendments pending receipt and review of the legal opinion.

A Retired Member Statement was initiated in January 2008. The purpose of the statement is to provide
retirees, beneficiaries, students, and alternate payees, information regarding their current benefit amount as well
as any annual increase provided from plan investment performance. In addition, health care deduction amounts
required for federal income tax filing in accordance with the Pension Protection Act of 2006 were provided to
eligible retired members. This statement will serve as a platform for providing additional demographic
information to F&P benefit recipients.

Financial Information

This report has been prepared in accordance with the principles of governmental accounting and
reporting promulgated by the Governmental Accounting Standards Board. The accrual basis of accounting is
used to record assets and liabilities, revenues and expenses. Revenues are recorded when earned, regardless of
the date of collection. Expenses are recorded when liabilities are incurred, regardless of when payment is made.

Accounting principles generally accepted in the United States require that management provide a
narrative introduction, an overview, and an analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the
MD&A and should be read in conjunction with it. The F&P’s MD&A begins on page 18 immediately following
the report of the independent auditor in the Financial Section of this report.

The System’s administration is responsible for establishing and maintaining an internal control structure

designed to ensure that the assets of the F&P are protected from loss, theft, or misuse and to ensure that adequate
accounting data are compiled to allow for the preparation of financial statements in conformity with accounting
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principles generally accepted in the United States. The internal control structure is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable assurance
recognizes that the cost of a control should not exceed the benefits likely to be derived, and that the valuation of
costs and benefits requires estimates and judgments by the System’s management.

Sufficient internal accounting controls exist to provide reasonable assurance regarding the safekeeping of
assets and the fair presentation of the financial statements and supporting schedules.

Investments

As provided for in the plan provisions, the Board of Trustees is authorized to invest the System's assets
and to take appropriate action regarding the investment, management, and custodianship of plan assets. The
investment responsibilities of the Board include establishing reasonable investment objectives, developing
investment policy guidelines, selecting investment managers, and evaluating performance results to assure
adherence to guidelines and the achievement of objectives.

An investment authority known as the “prudent person rule” governs the Board’s investment of System
assets. The “prudent person rule” establishes a standard for all fiduciaries, which includes anyone who has
authority with respect to the fund. The “prudent person rule” states that fiduciaries shall discharge their duties
solely in the interest of the plan participants and beneficiaries, and with the degree of diligence, care, and skill
that prudent men and women would ordinarily exercise under similar circumstances in a like position.

The Board recognizes that the objective of a sound and prudent policy is to produce investment results
that will preserve the plan's assets and maximize the earnings of the System consistent with its long-term needs.
Through the diversification of plan assets over various investment classifications, the Board recognizes the need
to maintain a balanced investment approach to not only maximize investment results, but to also reduce risk.

Fiscal year 2008 began with the subprime lending debacle which by year end impacted all investment
classes. The Board’s diversified investment allocation plan provided some relief as the System’s fixed income,
hedge funds of funds, and real estate portfolios provided positive performance to partially offset the negative
performance from the domestic and international equity portfolios. The total fund rate of return for fiscal year
2008 was (7.0%) which provided quite a contrast to the fiscal year 2007 total fund rate of return of 19.8%. Even
with the fiscal year 2008 negative performance, the System maintained first quartile rates of return of 7.6% over
the past three years and 10.2% over the last five years.

Plan Funding

A ten-year history of the System’s funding progress is presented on page 36. This schedule compares
the actuarial value of assets to the actuarial accrued liability. This required schedule illustrates the System’s
funding method which smoothes the recognition of investment gains and losses by releasing net actuarial
investment gains and losses at the rate of 20% each year to the actuarial value of assets. The smoothing method
is employed so that the City’s contribution remains stable as a percentage of member compensation and so that
the City’s required contribution to the F&P does not change dramatically from year to year due to investment
market volatility. Because the actuarial value of assets excludes certain legislated actuarial reserves, as explained
in the following paragraph, this schedule understated the funded status of the F&P when investment gains were
realized and it now overstates the Plan funded status as realized investment losses were segregated and were not
released to the actuarial value of assets according to the normal five year smoothing method.
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In fiscal year 1996, the System’s funding method was modified by legislation that established actuarial
reserves in which “excess unallocated earnings” (gains and losses) were accumulated each year separate from the
reserves maintained for funding purposes. The accumulated gains and losses were shared by the City and the
members according to a formula in the provisions. Specific reserved investment gains could be utilized by the
City to reduce or eliminate its required contributions to the F&P. Similarly, members could elect to utilize
specific reserves to improve benefits. For the first several years, excess gains were accumulated which were
utilized by the City to take contribution reductions and by the members to “purchase” benefit improvements.
Beginning with fiscal year 2001 and through fiscal year 2003, losses were accumulated in the separate reserves
due to the extraordinary downturn in the global equities markets. At June 30, 2005, net losses of $412.8 million
were accumulated. The legislation that established the separate actuarial reserves had a June 30, 2005 sunset
provision which required the Board of Trustees to apply the accumulated losses in accordance with an
“appropriate asset valuation method.” This caveat effectively removed the members from the sharing of the
remaining losses which then became the responsibility of the plan and the City.

Since amortization of the accumulated losses has a direct impact on the contributions due from the City,
the Board sought concurrence from the City administration on the period over which to amortize the accumulated
losses. With the June 30, 2005 actuarial valuation, a ten-year amortization period was employed for the release
of the accumulated losses to the actuarial value of assets. At June 30, 2008, $238.6 million of the accumulated
losses remain in the segregated reserves and will be released to the unallocated earnings calculation at the rate of
$39.8 million per year over the remaining six years of the amortization period.

The negative investment performance for fiscal year 2008 provided losses of $267.7 million, which will
be released to the actuarial value of assets at the rate of $53.5 million a year for the next four years. The City
administration remains dedicated to making the employer contributions necessary for the amortization of the
accumulated losses.

Independent Audit

The Baltimore City Code stipulates that the Board of Estimates shall select an independent auditor for
the F&P and that the auditor shall report his findings annually to the Board of Estimates and to the Board of
Trustees. The Board of Estimates elected to have the City Auditor render his opinion as to the fairness of the
System's financial statements. The auditor's report is contained in the Financial Section of this report.

Professional Services

The Board of Trustees appoints consultants and investment managers subject to approval by the City's
policy making and approval body, the Board of Estimates. These professionals have been chosen based on their
ability to provide services that are essential to the effective and efficient operation of the System. All of the
professionals who provide service to the Board of Trustees are listed in the Introductory Section on page 14 and
in the Investment Section on pages 53 to 55.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Fire and Police Employees' Retirement
System, City of Baltimore, Maryland for its comprehensive annual financial report for the fiscal year ended June
30, 2007. This was the twenty-fifth consecutive year (fiscal years 1983-2007) that the F&P has achieved this
prestigious award. In order to be awarded a Certificate of Achievement, a governmental unit must publish an
easily readable and efficiently organized comprehensive annual financial report. This report must satisfy both
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accounting principles generally accepted in the United States and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. I believe that this current report
continues to meet the Certificate of Achievement Program requirements. I am submitting it to the GFOA to
determine its eligibility for another certificate.

Acknowledgments

The preparation of this report could not be accomplished without the dedicated efforts of the System's
Accounting staff, investment advisor, and actuarial consultant. I would like to express my appreciation to all
who assisted and contributed to its preparation.

This report is intended to provide complete and reliable information as a basis for making management
decisions, as a means of determining compliance with legal provisions, and as a means for determining
responsible stewardship for the assets contributed by the members and the City of Baltimore.

This report is being forwarded to the Mayor, the President of the City Council, the Comptroller, and
other members of the Board of Estimates, to all members of the City Council, and to the Fire and Police
Departments so that all members of the F&P will have the opportunity to review it. Hopefully, the administration
of the City and the membership of the System will find this report both informative and helpful.

I would like to take this opportunity to express my gratitude to the Board of Trustees, the F&P’s
dedicated staff, the System’s consultants, investment managers and advisors, all of whom continue to work
diligently to assure the successful operation of the System.

Respectfully submitted,

Vi &

Thomas P. Taneyhill, CP
Executive Director
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City of Baltimore, Maryland
BOARD OF TRUSTEES

Stephan G. Fugate, Chairman
Fire Captain
Baltimore City Fire Department

Edward C. Heckrotte Sr., Vice-Chairman
Pump Operator, retired
Baltimore City Fire Department

Steven E. Histon
Police Sergeant
Baltimore City Police Department

Peter E. Keith, Esquire

Partner

Gallagher, Evelius & Jones, LLP
Baitimore, Maryland

Deborah A. Owens
Deputy Commissioner
Baltimore City Police Department

Joan M. Pratt, CPA
Comptroller
City of Baltimore

Joe T. Pryor
Deputy Chief
Baltimore City Fire Department

Theodore I. Weintraub

Major, retired
Baitimore City Police Department

Vacancy

The ex-officio members to the Board are the City Comptroller, the Police Commissioner and the Fire Chief, all of whom
may appoint a Deputy to represent her or him on the Board. Elected active and retired member Trustees serve four-year
terms. There are no term limits for elected Trustees. Trustees appointed by the Mayor serve terms concurrent with the
Mayor’s term. Appointed Trustees continue to serve until replaced by the Mayor, or until the expiration of two consecutive
full terms. The Board Chairman, Vice-Chairman, and members of the Investment Committee are elected by the members

of the Board of Trustees.
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Elected by active Fire Department members
Term expires June 30, 2010
Member of Investment Committee

Elected by retired Fire Department members
Term expires June 30, 2010

Elected by active Police Department members
Term expires June 30, 2012

Appointed by the Mayor
Term expires December 31, 2011
Member of the Investment Committee

Ex-officio

Appointed by Police Commissioner Frederick Bealefeld

Ex-officio
Member of the Investment Committee

Ex-officio
Appointed by Fire Chief James S. Clack

Elected by retired Police Department members
Term expires June 30, 2012
Member of the Investment Committee

Appointment by the Mayor
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CITY OF BALTIMORE RETIREMENT SYSTEM

SHEILA DIXON, Mayor THOMAS P. TANEYHILL, CPA, Executive Director

7 E. Redwood Street
19th Floor
Baltimore, Maryland 21202

December 13, 2008

To All Members, Retirees, and Beneficiaries
Fire and Police Employees’ Retirement System

This Annual Report marks the ninth year that I will have offered my thoughts and observations of
the fiscal year just passed on behalf of the Board of Trustees as related to the Fire & Police Employees’
Retirement System activities and performance. Ordinarily, this would be a rather mundane, somewhat
predictable recitation of twelve months of Board activity and a summary of Fund performance
documented in much greater detail in the pages to follow. There is indeed a traditional format to follow in
preparing this Chairman’s letter and it is typically wise not to venture into the area of personal judgment,
predictions, or mention of anything potentially controversial. I cannot, however, be constrained by
political considerations or concern for my commentary to be either misunderstood or exaggerated and I
feel compelled to be candid and forthright.

What a difference a year makes! On this page last year, it was my pleasure to advise our Plan
participants that our Fund had closed the fiscal year with a positive return of 19.8 percent placing us in the
top ten percent of U.S. Public Pension Funds. This year, however, we ended our fiscal year reporting
period on June 30, 2008 with a negative total fund return of 7.4 percent, for an investment return turn-
around of more than twenty-seven percent! We find no comfort in the knowledge that our reversal of
fortune is a common theme in the Public Pension Fund universe and that our precipitous fall is only
slightly more or less than that of our peers. Surely, 7.4 percent is not the steepest one year decline our
Fund has ever experienced and as recently as Fiscal Year 2002, a loss of 8.6 percent followed a Fiscal
Year 2001 decline of 6.7 percent. Those back-to-back negative year losses eclipsed that of Fiscal Year
2008 significantly, but there are other forces at work not the least of which is the rather fragile nature of
U.S. and Global markets and economies.

Though the legislation was filed after the close of the fiscal year represented in this report,
dramatic change to the Variable Annuity structure of post-retirement benefit increases has been proposed
and neither the alleged effect of the current structure nor the impact of the proposed changes can be
ignored. The trends in demographics and average annual benefits continue with the number of retirees and
beneficiaries steadily increasing along with average annual benefits earned while the number of active
participants remains stagnant. What has long been viewed as a “drag” on the Plan appears to have turned
the corner and though the DROP benefit is still not “cost-neutral”, the benefit of extended careers is
coming to fruition. In the atmosphere of positive U.S. and Global investment markets, perhaps all of these
factors would be insignificant or absorbed by positive returns but such is not the case and the future
appears to be no less troubling.

Though the market returns reflected in this report are disconcerting, they are but the tip of the
iceberg and we cannot limit our scope of review to a fixed date and ignoring the reality of today. If the
calendar year were to end at this writing, the only year in history with higher market losses was 1931.
Granted, the bulk of the recent pain occurred after the close of Fiscal Year 2008 but while an annual
“snapshot” view of Fund solvency is appropriate for reporting purposes, the investment holdings and
strategies do not react to the turn of the calendar. So, what is it that the Board of Trustees can do to help
turn things around?

12



To All Members, Retirees, and Beneficiaries December 13, 2008
Fire and Police Employees’ Retirement System

Trust me when I say that no one group of people is more directly and deeply affected by
the underperformance of our Fund than the Board of Trustees, our Executive Director, Thomas
Taneyhill, and our Fund Consultant, Daniel Holmes and we are ALL single-focused on
improvement. If one were to compare the strategies and holdings in this report to that in the
previous Annual Report, it would become quite apparent that the dramatic decline was not the
result of poor investment decisions but of previously well performing investments reversing
course in reaction to market forces. One might also argue that the role of the Board is to avoid
such losses but it is not as simple as moving the pieces on a chess board and is not as easily
predictable as perfect hindsight might suggest. Movement into and out of any strategy takes time
and includes inherent transitional costs. Market-timing is a game for fools and one that our
fiduciary duties would clearly prohibit, knowing the likelihood of more significant losses not to
mention the potential legal consequences and/or liability.

. We have, in fact, made the appropriate, albeit marginal, changes with the termination of
underperforming money managers including one headquartered right here in Baltimore so it is not
a matter of sticking with a manager for any reason other than performance. One of the common
retorts in the consideration of terminating a previously high-flying money manager is that if they
haven’t deviated from the strategies and themes for which they were initially hired, they “didn’t
get dumb overnight”. Surely, the Board of Trustees must accept whatever criticism might come
our way but it is essentially the same group that helped grow our Fund to $2.4 billion and move
into the top echelon of U.S. Public Pension Funds. So what does the future hold?

A November 24, 2008 press release by the National Institute on Retirement Security
stated the following: “A new analysis of public pension investment data indicates that public
plans exhibit prudent investment behavior - even during volatile market conditions.” That
commentary referenced the results published in their report “In it for the Long Haul: Investment
Behavior of Public Pensions” that found the “hold” strategy of public pension funds to be the
most prudent approach regardless of current market conditions. Dismal as things might appear at
present, history has shown that seventy cents of every dollar paid in public pension benefits is
derived from investment returns there is no good reason to believe that will not hold true in the
future as well. “The future” in public pension fund terms has a twenty-year horizon and I believe
that whoever is writing this letter in twenty years will be reporting much better news.

As always, I will close by thanking a former Board member for his dedicated service and
welcoming his replacement to the Board. Recently retired Deputy Chief Gregory B. Ward has
been replaced by newly appointed Assistant Fire Chief, Joe T. Pryor who has come to Baltimore
by way of the Miami-Dade County Fire Department. Chief Pryor will serve on behalf of the also
newly appointed Chief of Fire Department, James S. Clack who comes to Baltimore by way of
the Minneapolis Fire Department. Welcome to Baltimore to both Chief Clack and Chief Pryor
and we look forward to Chief Pryor’s contributions as a member of the Board of Trustees. I
reported last year on the departure of former Board member, Mr. Robert W. Schaefer, and
lamented that his leaving the Board would leave something of a void. Mayor Dixon has not yet
announced a replacement for Mr. Schaefer but I am very pleased to report_that another Mayoral
appointment, Mr. Peter E. Keith, Esq., has truly emerged as a genuine source of knowledge and

expertise that we should all be very thankful for.
rm A
i .

phan G. Fugate
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
LEGAL AND GENERAL COUNSEL, ACTUARY, AND INDEPENDENT AUDITOR

LEGAL COUNSEL
Law Department
City of Baltimore
George Nilson, Esq.
Richard E. Kagan, Esq.
GENERAL COUNSEL
Fire and Police Employees’ Retirement System

City of Baltimore
Abraham M. Schwartz, Esq.

ACTUARY
Mercer
Douglas L. Rowe, F.S.A.
Baltimore, Maryland
INDEPENDENT AUDITOR
Department of Audits

City of Baltimore
Robert L. McCarty, Jr., CPA

See pages 53 to 55 in the Investment Section for a list of investment professionals.
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Financial Section

Baltimore City Firefighters/Paramedics put themselves in harm’s way to protect and
rescue the citizens of Baltimore. Each year the Baltimore City Fire Department gives
back to the community by holding a Fire Thrill Show. The Annual Thrill Show is an
event to educate the public in fire safety and prevention. Some of the fun activities
provided for kids are shown here.



DEPARTMENT OF AUDITS
CITY OF BALTIMORE

SHEILA DIXON, Mayor

ROBERT L. McCARTY, JR.. CPA
City Auditor

Room 321, City Hall
Baltimore, Maryland 21202
Telephone: 410-396-4783
Telefax: 410-545-3961

December 30, 2008
Honorable Joan M. Pratt, Comptroller ’
And Other Members of the
Board of Estimates of the
City of Baltimore
Board of Trustees of the
Fire and Police Employees’ Retirement System

INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying financial statements of the Fire and Police Employees’ Retirement
System of the City of Baltimore, Maryland , a component unit of the City of Baltimore, as of and for the year
ended June 30, 2008, as listed in the table of contents. These financial statements are the responsibility of the
Fire and Police Employees’ Retirement System's management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. We
were not engaged to perform an audit of the Fire and Police Employees’ Retirement System’s internal control
over financial reporting. Our audit included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Fire and Police Employees’ Retirement System’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all material
respects, the plan net assets of the Fire and Police Employees’ Retirement System as of June 30, 2008, and the
respective changes in plan net assets for the year then ended, in conformity with accounting principles
generally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report, dated December 30,
2008, on our consideration of the Fire and Police Employees’ Retirement System's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.
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The Management’s Discussion and Analysis, as listed in the table of contents, is not a required part of the
basic financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the Management’s Discussion and
Analysis. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Fire and Police Employees’ Retirement System’s basic financial statements. The introductory
section, required supplementary information and supporting schedules, investment section, actuarial section
and statistical section, as listed in the table of contents, are presented for purposes of additional analysis and
are not a required part of the basic financial statements. The required supplementary information and
supporting schedules have been subjected to the auditing procedures applied by us in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The introductory section, investment section, actuarial section and
statistical section have not been subjected to the auditing procedures applied by us in the audit of the basic
financial statements and, accordingly, we express no opinion on them.

Robert L. McCarty, Jr., CPA
City Auditor
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

The following overview and analysis of the financial activities of the Fire and Police Employees’ Retirement System

(F&P, Plan, System) is provided for the fiscal year ended June 30, 2008. Readers are encouraged to consider the information
presented here in conjunction with additional information furnished in the Transmittal Letter, which begins on page 5 of this

report.

Financial Summary

» The net assets held in trust for pension benefits decreased by $191.4 million during the fiscal year from $2,343.1 million
at June 30, 2007, to $2,151.7 million at June 30, 2008.

» The managed investment portfolio total rate of return for the fiscal year ended June 30, 2008 was (7.0)% which was
below the total fund policy index of (4.1)% and the median public fund performance of (4.4)%.

» When compared to other public pension plans reported in the Independent Consultants’ Cooperative Public Fund
Universe, the F&P’s investment performance for the one, three, and five year periods ended June 30, 2008 ranked in the
85" percentile, the 21% percentile, and the 16" percentile, respectively.

» The F&P’s real estate composite led the fiscal year 2008 investment performance with a 7.2% rate of return, followed by
the hedge funds composite with a 4.9% rate of return.

» The System’s domestic and international equity portfolios returned losses of 17.1% and 6.1%, respectively, for the fiscal
year ended June 30, 2008, as the fiscal year ended with emerging inflation and recession fears.

» The F&P’s funding objective is to meet benefit obligations through employer and member contributions and by achieving
an 8.25% investment rate of return over the long-term. As of June 30, 2008, the date of the system’s last actuarial
valuation, the System’s funded ratio was 89.4% on an actuarial value of assets basis and 74.2% on a market value basis.

» Additions to Plan Net Assets (Revenues) for the year were a negative $6.2 million, a decrease of $429.6 million from the
prior year revenues of $423.4 million. The negative revenues were the result of a down turn in the domestic and
international equity markets.

» Following fiscal year-end, world-wide equity markets remained extremely volatile, the economic meltdown fueled by the
credit crisis continued and led to the announcement of a recession.

> Deductions from Plan Net Assets (Expenses) were $185.2 million in the current year, an increase of $11.1 million from
the prior year expenses of $174.1 million, which was driven by an increase in retirement benefit payments.

» Capital assets, which are recorded at cost, include capitalized costs relating to leasehold improvements, computer

equipment and office furniture.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

Overview of Financial Statements

The following discussion and analysis are intended to serve as an introduction to the F&P financial statements and the
Financial Section of this report. The statements and the notes are in conformity with accounting principles generally accepted
in the United States. These principles require certain financial statement presentations and disclosures including the use of
the accrual basis of accounting to record assets and liabilities, and revenues and expenses.

The Statement of Plan Net Assets provides a snapshot of the financial position of the F&P at June 30, 2008, the end of
the plan’s financial year. It indicates the total assets and total liabilities at June 30, 2008, and the net assets available for
future payment of retirement benefits and operating expenditures. The assets comprise cash and cash equivalents, which are
fixed income instruments with a two year or less maturity; receivables, which are from investment activity; investments at fair
market value; securities lending collateral; and capital assets, which includes leasehold improvements, computer equipment,
and office furniture. Securities traded on national or international exchanges are valued at the last reported sale price at
current exchange rates. Purchases and sales of investments are recorded on a trade date basis. The fair value of real estate
holdings is based primarily on appraisals by third-party appraisers. The liabilities comprise payables for securities lending
collateral, certain investment activity, retirement benefits, lump sum distributions payable to members and administrative
expenses.

The Statement of Changes in Plan Net Assets, on the other hand, summarizes the F&P financial activities that occurred
during the plan’s financial year from July 1, 2007 through June 30, 2008. Employer contributions are recognized when a
formal commitment has been made by the employer to provide the contributions. Member contributions are recognized in the
period in which the contributions are due. All investment gains and losses are recorded at trade date. Both realized and
unrealized investment gains and losses are recorded. Benefits and refunds are recognized when due and payable in
accordance with the terms of the plan provisions.

The Notes to the Basic Financial Statements provide additional information that is essential to a full understanding of
the data provided in the financial statements. The notes are an integral part of the financial statements and include detailed
information not readily evident in the basic financial statements.

The Statement of Plan Net Assets and the Statement of Changes in Plan Net Assets can be found on pages 25 and 26 of
this report.

The Required Supplementary Information that follows immediately after the notes to the basic financial statements
provides two schedules illustrating ten-year historical trend information. The first schedule, concerning the funded status of
the F&P, compares the actuarial value of assets to the actuarial accrued liability. The second schedule provides a history of
required contributions made by the employer. See the Required Supplementary Information beginning on page 36 of this
report.

The remaining supplemental schedules provide additional detailed information concerning operating expenses,

investment expenses and payments to consultants. All of this information is considered useful in understanding and
evaluating the financial activities of the F&P.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Analysis

The examination of plan net assets over time may serve as a useful indicator of the financial position of the F&P. At June
30, 2008, assets exceeded liabilities by $2.2 billion, a decrease of $191.4 million over the prior year. Assets of the Paid-Up
Benefit Reserve and the Contingency Reserve, $483.0 million in total (see Note 3 to the financial statements), are segregated
and separately invested from the general plan assets. The assets of these two reserves may only be utilized for the payment of
certain post-retirement benefit increases. The remaining net assets of $1,668.7 million are available to meet the ongoing
regular benefit obligations to the F&P participants and beneficiaries. As of June 30, 2008, total assets decreased by 13.8%
over the prior year due to the decrease in the fair value of the System’s domestic equity and international equity portfolios and
plan benefit payments. Total liabilities decreased mainly due to investment activity.

Plan Net Assets
For the Fiscal Years ended June 30, 2008 and 2007

Percentage

2008 2007 (Decrease) Change
Current assets $ 51,119,977 $ 141,851,537 $ (90,731,560) (64.0)%
Capital assets 1,583,785 1,705,614 (121,829) a.n
Investments at fair value 2,413,189,853 2,715,648,436 (302,458,583) (11.1)
Total Assets 2,465,893,615 2.859,205,587 (393,311,972) (13.8)
Current liabilities 314,190,947 516,063,609 (201,872,662) (39.1)
Total Liabilities 314,190,947 516,063,609 (201,872,662) 39.1)
Net Assets $ 2,151,702,668 $ 2,343,141,978 $ (191,439,310) (8.2)%
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

Plan Net Assets
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Investment Assets

The F&P’s net assets totaled $2.2 billion at the fiscal year ended June 30, 2008, and are allocated to two separate
investment portfolios: the “managed” portfolio and the “dedicated” portfolio. The majority of the assets, $1,669 million,
comprise the “managed” portfolio for which investment rates of return are calculated and tracked. The “managed™ assets are
allocated to various classes according to the Board’s assets allocation targets, as reported in the financial section of this
report, and are measured against benchmarks established for the management style within the particular asset class. The
composite rate of return for the “managed” portfolio is calculated and is disclosed throughout this report.

The remainder of the assets, $483 million as of June 30, 2008, are separately invested from the Board’s asset allocation
targets and are managed in fixed income portfolios dedicated to immunize certain post-retirement increase liabilities. The
Board’s policy is to conservatively invest the dedicated assets in fixed income securities that are managed to match the payout
streams of the post-retirement increases. These benefit increases are not guaranteed by the City and the Board has chosen to
immunize those benefit payments to assure their continuation. Since the “dedicated” portfolio is managed to immunize the
benefit liabilities and it is not managed to the Board’s general asset allocation, the rate of return for those assets is not
included in the rates of return disclosed in this report. However, the “dedicated” assets are included and reported in the
System’s financial statements along with the “managed™ assets.

All investments are stated at fair value rather than at cost and include the recognition of unrealized gains and losses in the
current period. The rate of return on “managed” assets for the year ended June 30, 2008 was a negative 7.0%, which is
directly attributable to the down-turn in the domestic and international equity markets. The total portfolio annualized rates of
return for the last three-year, five-year, and ten-year periods ended June 30, 2008, were 7.6%, 10.2%, and 5.4% respectively.
The diversification of the F&P’s “managed” assets across multiple classes and strategies seeks to lower investment risk and
maximize opportunities to achieve the Board’s investment objectives to fund plan benefits and reduce required employer
contributions. The F&P’s long-term actuarial investment return assumption is 8.25%.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

The F&P invests in domestic and international equities, domestic fixed income, hedge fund of funds, private equity fund
of funds, and real estate limited partnerships. The System also participates in a securities lending program that is managed by
the System’s custodian bank. External investment management firms selected by the Board of Trustees and approved by the
Board of Estimates, the City’s policy making body, manage all assets. BNY Mellon Asset Servicing, the F&P’s custodian
bank, holds all marketable securities in custody.

Beginning on page 42 of this report, the Investment Section gives detailed information on the F&P investment policies.
See page 49 for the comparison of the “managed” asset allocation targets established by the Board of Trustees to the actual
asset allocation at June 30, 2008.
Liabilities

The current liabilities are payables incurred mainly by the transaction activity of the investment assets, the lump sum
benefits payable to members, and the operating expenses of the F&P office.

Changes in Plan Net Assets
For the Fiscal Years Ended June 30, 2008 and 2007
Increase
2008 2007 (Decrease)

Additions

Net investment income $ (97,529,998) $ 347,068,360 $ (444,598,358)

Employer contributions 72,687,585 60,128,727 12,558,858

Member contributions 16,547,425 15,438,649 1,108,776

Net securities lending income 2,049,347 756,603 1,292,744

Total Additions (6,245,641) 423,392,339 (429,637,980)

Deductions

Retirement allowances 166,119,977 155,639,508 10,480,469

Lump sum DROP payments 14,118,642 12,950,280 1,168,362

Administrative expenses 3,264,028 2,818,795 445,233

Refunds of member contributions 1,627,871 2,007,222 (379,351)

Death benefits 63,151 721,942 (658,791)

Total Deductions 185,193,669 174,137,747 11,055,922

Net Increase (Decrease) $ (191,439,310) $ 249,254,592 $ (440,693,902)
Investment Income

In general in fiscal year 2008, the international equity markets out-performed (albeit less poorly) the U.S. equity markets
and global emerging markets outperformed all equity markets by a substantial margin. In the domestic markets, large cap
growth stocks outperformed large value growth stocks, and large cap stocks outperformed (again albeit less poorly) small cap
stocks. The equity markets suffered one of the worst losses in the month of June 2008 with the S&P 500 down 8.4% and the
MSCI EAFE index down 8.2%. Domestic high yield fixed income securities lost their attraction and under performed U.S
Treasury securities which performed very well as investors sought quality and security. Real estate out performed other asset
classes for the fiscal year.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

For the current fiscal year, the F&P’s total managed portfolio lost 7.0%. This overall portfolio loss was below the
median public fund performance of negative 4.4%. This sub-par performance was mainly due to three investment
management firms, one of which has since been terminated. The System’s domestic equity and international equity portfolios
returned negative 17.1% and negative 6.1%, respectively. The down turn in the equity markets was offset by the System’s
real estate portfolio, which returned 7.2%, in fiscal year 2008. The System’s hedge funds continued to perform inline with
expectations by returning 4.9% and outperformed the System’s “managed” fixed income portfolio, which returned 2.9% for
the year.

The System’s “dedicated” fixed income portfolio, which is invested in U.S. Treasury securities and high grade corporate
bonds, returned 9.7% for the year as investors fled to quality. The cash flow of the dedicated fixed income portfolio, as
explained above, is matched to the benefit payment streams of the post-retirement increases.

The investment income is reduced by investment expenses, which decreased from $7.6 million in fiscal year 2007 to $6.9
million for fiscal year 2008 due to the erosion of the portfolio market values.

The economic crisis which began with the sub-prime mortgage melt down in 2007 continued its downward spiral
following fiscal year-end with the collapse of the government sponsored mortgage companies, the disappearance of old-line
investment banks, the largest government intervention since the great depression, and the near bankruptcy of the U.S. auto
manufacturers. The lack of available credit in the markets has led to rising unemployment, falling home prices, and a
complete lack of consumer confidence.

The waning days of the current administration in Washington D.C. finds the government searching for ways to save the
country from a complete collapse. Some economists are not predicting recovery until well after 2009. Many economists are
calling for a long gradual recovery rather than the “V” shaped recovery as has occurred after other recessionary periods. A
long recovery will add to the stress already in place for this defined benefit plan and its major sponsor, the City of Baltimore.

Employer and Member Contributions

Employer contributions increased $12.6 million to $72.7 in fiscal year 2008, from $60.1 million in the prior year. The
increase is due mainly to the release of accumulated investment losses to the actuarial value of assets. The System’s top
quartile investment performance of 19.8% for fiscal year 2007 assisted in containing increases in the employer contributions
due to the F&P in fiscal year 2009. However, the System’s negative 7.0% investment performance for fiscal year 2008 added
to the accumulation of negative earnings and results in increasing the employer contributions due to the F&P for fiscal year
2010 to $82.5 million, up from the $69.5 million contribution paid in fiscal year 2009. The further deterioration of the global
investment markets following June 30, 2008, does not bode well for restrained increases in the employer contribution
requirements. Negative performance estimates for the fiscal year ended June 30, 2009 project an employer contribution
requirement of $98.5 million for fiscal year 2011.

By fiscal year end June 30, 2008, the covered member compensation and the related member contributions, which are
made at 6.0% of regular compensation, increased from the prior year due to higher income levels for uniformed police and
fire personnel.

Retirement Benefits and Administrative Expenses

The F&P was created to provide lifetime service retirement and permanent disability benefits to eligible members, and
survivor benefits and death benefits to eligible beneficiaries. The cost of such programs includes recurring retirement benefit
payments, the post-retirement benefit increases, lump-sum payments to Deferred Retirement Option Plan (DROP)
participants, lump sum death benefits, refunds of accumulated member contributions and interest to terminated members, and
the cost of administering the System.
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Fire and Police Employees’ Retirement System
City of Baltimore, Maryland
MANAGEMENT’S DISCUSSION AND ANALYSIS

The primary expense during fiscal year 2008 was for the payment of continuing retirement benefits totaling $166.1
million, an increase of $10.5 million over the $155.6 million in retirement allowances paid in fiscal year 2007. Retirement
allowances increased due to the January 2008 post-retirement increase of 5.3% made to eligible retirees and beneficiaries.
Administrative expenses increased because of higher personnel costs, increased lease payments for office space, and
technology system support costs. Leasehold improvements and office furniture are depreciated on a straight-line basis over
15 years, the life of the building lease. Computer equipment is depreciated on a straight-line basis over a five year useful life.

The System’s actuary again reported to the Board that the post-retirement benefit increases, which are provided only
when investment performance exceeds 7.5%, are having a negative impact on the assets needed to pay regular retirement
benefits because too many assets must be allocated to pay for the increases when performance exceeds the threshold. When
portfolio earnings exceed the 7.5% threshold, assets are allocated and separately invested from the “regular” plan assets. The
System does not provide a funded automatic cost of living increase. When performance is below the threshold, the retirees do
not participate in the negative earnings.

The investment market volatility witnessed from the year ended June 30, 2007, when portfolio performance provided a
top quartile 19.8% rate of return, to the year ended June 30, 2008, when portfolio performance provided fourth quartile
negative performance of 7.0%, is the “perfect storm” type of scenario about which the System’s actuary warned the Board.
According to the System’s actuary, this scenario draws too many assets away from the assets needed to pay regular plan
benefits.

Because of lower earnings expectations and increased market volatility, the System’s actuary recommended that the
Board lower its earnings assumption for post-retirement assets from 6.8% to 5.0%, which would result in a $61.5 million
annual increase in the City’s required contribution to the plan. The Board did not adopt the assumption change because the
resulting contribution increase is unacceptable to the City’s administration.

Understanding that a 75.0% increase in the employer contribution was not acceptable to the City, the System’s actuary
presented alternatives to the post-retirement increase provisions to mitigate the contribution increase. After review of various
options, the Board of Trustees recommended that the administration consider provisions that would provide for two different
annual fixed rates of increase based on the member’s retirement date with provision for an add-on rate of increase should
investment performance exceed 8.0%.

The administration favored a 1.5% annual fixed rate of increase with the proviso for an add-on rate of increase if
accumulated plan earnings exceed 8.0%, a phase-in provision for the accumulated earnings, and guarantee of new and
previous increase provisions. The administration introduced legislation in October 2008 to amend the post-retirement
increase provisions. Further analysis of the proposed provisions revealed that because of the erosion of investment markets
values due to the continuing economic meltdown following the June 30, 2008 year end, the proposed provisions are no longer
cost-neutral and now would cost the City an additional $7.7 million each year.

As of the date of this report, the Board of Trustees has not rendered comment in favor of the amendments pending receipt
and review of a legal opinion from the City Solicitor regarding the legality of the proposed legislation.

Requests for Information

This report is designed to provide a general overview of the F&P’s financial activity. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to:

Thomas P. Taneyhill, CPA
Executive Director
Fire and Police Employees’ Retirement System
7 East Redwood Street, 19 Floor
Baltimore, Maryland 21202
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Fire and Police Employees' Retirement System

City of Baltimore, Maryland
STATEMENT OF PLAN NET ASSETS
June 30, 2008

Assets
Cash and Cash Equivalents

Receivables
Investments sold
Accrued income

Total Receivables

Investments, at fair value
Stocks
Bonds
Real estate
Hedge funds
Private equity funds

Total Investments

Capital Assets, net of depreciation
Leasehold improvements
Office furniture
Computer equipment

Total Capital Assets, net of depreciation
Securities Lending Collateral

Total Assets

Liabilities
Securities lending collateral
Investments purchased
Retirement allowances payable
Investment management fees payable
Administrative expenses payable
Lump sums payable to members

Federal taxes withheld on lump sum distributions

Other accounts payable
Total Liabilities

Net Assets Held in Trust for Pension Benefits

The schedule of funding progress is presented on page 36.

$ 16,875,886

6,783,598

966,009,894
742,387,430
221,354,101
144,071,696

41,403,436

1,072,464
314,379

196,942

297,963,296
10,537,450
1,875,544
1,643,289
1,323,598
499,845
260,203

87,722

The notes to the basic financial statements are an integral part of this statement.

$

27,460,493

23,659,484

2,115,226,557

1,583,785

297,963,296

2,465,893,615

314,190,947



Fire and Police Employees’ Retirement System
City of Baltimore, Maryland

STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Year Ended June 30, 2008

Additions
Contributions
Employers
Plan members
Total Contributions

Investment Income
Net depreciation in fair value of investments
Interest and dividends
Real estate income
Less: Investment expenses

Net Investment Income

Securities lending income
Less: Securities lending expenses

Net Securities lending income

Total Additions

Deductions
Retirement allowances
Lump sum DROP payments
Administrative expenses
Refunds of member contributions
Death benefits

Total Deductions

Net Decrease

Net Assets Held in Trust for Pension Benefits

July 1, 2007

June 30, 2008

$ 72,687,585

16,547,425

$ 89,235,010

(147,315,306)
46,709,643
9,987,684
(6,912,019)
(97,529,998)

2,732,309
(682,962)
2,049,347

(6,245,641)

166,119,977
14,118,642
3,264,028
1,627,871
63,151

185,193,669

(191,439,310)

2,343,141,978

$2,151,702,668

The notes to the basic financial statements are an integral part of this statement.



Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Plan Description:

The Fire and Police Employees' Retirement System of the City of Baltimore (F&P, Plan, System) is the administrator of a single
employer defined benefit local government retirement plan. Established July 1, 1962, the plan covers all uniformed personnel of
the Baltimore City Fire and Police Departments. In addition, the plan includes nineteen fire and police officers who are
employees of the State of Maryland; this contingent emanated from when the City of Baltimore owned the
Baltimore/Washington International Thurgood Marshall Airport. Based on criteria established by the Governmental Accounting
Standards Board, the F&P is a component unit of the City of Baltimore and is included in the City's financial report as a public
employees retirement system (PERS).

At June 30, 2008, the F&P membership consisted of:

Retirees and beneficiaries currently

receiving benefits 5,881
Active plan members 4615
Total 10.496

The F&P provides normal service retirement benefits, as well as, death and disability benefits in accordance with Article 22 of
the Baltimore City Code, which may be amended only by the Mayor and City Council. The reduction of benefits is precluded by
the City Code. Membership in the System is mandatory upon employment. The System does not have a vested benefit plan.

Post retirement benefit increases are provided to those eligible retirees and beneficiaries when the plan is determined at June 30
to have excess investment earnings, as specified by law. See the description of the Paid Up Benefit Reserve and the Contingency
Reserve as noted under "Contributions and Reserves" in Note 3.

Summary of Significant Accounting Policies:

Basis of Presentation:

The accounting and financial reporting policies of the F&P included in this report conform to accounting principles generally
accepted in the United States and reporting standards as promulgated by the Governmental Accounting Standards Board, which
designates accounting principles and financial reporting standards applicable to PERS. This report includes solely the accounts
of the F&P, a component unit of the City of Baltimore.

There are no component units of the F&P based on the nature of operational or financial relationships.

Basis of Accounting:

These financial statements have been prepared on the accrual basis of accounting, whereby revenues are recorded when they are
earned, expenses are recorded when liabilities are incurred, and investment purchases and sales are recorded as of their trade
date. Member contributions are recognized in the period in which the contributions are due. Employer contributions are
recognized when due and the employer has made a formal commitment to provide the contributions. Benefits and refunds are
recognized when due and payable in accordance with the terms of the plan.

Method Used to Value Investments:

Investments are reported at fair value. Securities traded on national or international exchanges are valued at the last reported
sales price at the current exchange rates. The real estate holdings are based on the most recent appraisal (either internal to the
manager or third party) as then presently available. Investments that do not have an established market are reported at estimated
fair value.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

3.

Contributions and Reserves:

F&P members are required to contribute 6% of their regular compensation through payroll deduction. The employer
contributions are determined through an actuarial valuation. In fiscal year 2008, the City contributed an additional $5.7 million
to reduce the unfunded liability. According to the plan provisions, contribution requirements of the plan members and the City
are established and may be amended by the Mayor and City Council. The valuation method is stipulated in the plan provisions.
Administrative costs of the F&P are paid from investment earnings.

The plan provisions, Article 22 of the Baltimore City Code, established the following reserves:

Annuity Savings Reserve - Accumulated in this reserve are members' contributions inclusive of interest credits, less amounts
distributed upon termination of employment or death, or transferred to another reserve for retirement.

Annuity Reserve - Upon retirement, the accumulated contributions of members are transferred to this reserve. From this
reserve, the members’ accumulated contributions are paid as a life annuity.

Pension Accumulation Reserve - Employer contributions are credited and accumulated with earnings in this reserve. DROP
benefits and certain death benefits are paid from here. In addition, when a member retires, an amount equal to the member’s
pension reserve is transferred from this reserve to the Pension Reserve.

Pension Reserve - From this reserve is paid the pension portion of the retirement allowance. The pension represents benefits for
life derived from employer contributions and investment income.

Paid Up Benefit Reserve — Credited to this reserve are a portion of excess investment earnings, as defined by the plan
provisions, and all earnings on the investments of this reserve. Post-retirement benefit increases provided by the excess earnings
are paid from this reserve.

Contingency Reserve — Credited to this reserve are a portion of excess investment earnings, as defined by the plan provisions,
and all earnings on the investments of this reserve. The Contingency Reserve was created to insure payment of benefit increases
payable from the Paid Up Benefit Reserve. In the event of a deficit in the Paid Up Benefit Reserve, assets would be transferred
to that reserve from the Contingency Reserve.

At June 30, 2008, the balances in the legally required reserves are as follows:

Reserves Balance

Annuity savings reserve $ 223,169,334
Annuity reserve 241,038,254
Pension accumulation reserve (4,756,231)
Pension reserve 1,209,233,300
Paid up benefit reserve 446,761,222
Contingency reserve 36,256,789

Total Reserves $2,151,702,668

The annuity savings reserve, annuity reserve, pension accumulation reserve and pension reserve comprise the managed portfolio
totaling $1,668,684,657. The paid up benefit reserve and contingency reserve comprise the dedicated portfolio totaling
$483,018,011.

At June 30, 2008, the actuarially determined accrued liability exceeded plan assets by $318,038,882.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Securities Lending:

The Board of Trustees (the Board) entered into a Securities Lending Authorization Agreement with the System’s custodian bank,
BNY Mellon Asset Servicing. All individual securities which are readily marketable and which are not restricted due to an
outstanding short option are eligible for loan at the discretion of the custodian bank. The investment manager may loan
securities held in custody of commingled accounts if authorized in the manager’s contract with the F&P.

Collateral received in exchange for securities loaned is collected in an escrow account for the F&P's benefit for the duration of
the loan. At no time will the System lose custody of the loaned securities. Collateral in exchange for the principal loaned may be
in the form of cash, or securities issued or guaranteed by the U.S. government, its agencies or instrumentalities. Irrevocable
Letters of Credit from banks approved by the custodian may not be used as collateral. The minimum levels of collateral will be
set at 102% of the market value of domestic securities loaned, including all accrued income, and 105% of the market value of
international securities loaned, including all accrued income. If the market value of the collateral falls below 100% of the loaned
securities, additional collateral will be collected to maintain the appropriate minimum level. All collateral amounts will be
marked to market daily. The F&P does not have the right to sell or pledge securities received as collateral without borrower
default.

At June 30, 2008, the F&P had no credit risk exposure to borrowers because the amounts the F&P owed borrowers exceeded the
amounts the borrowers owed the F&P. The market value of securities on loan at June 30, 2008, was $287,841,915 and the
market value of the collateral received for those securities on loan was $297,963,296. The F&P did not impose any restrictions
during the fiscal year on the amount of loans the custodian made on its behalf. The terms of the Securities Lending
Authorization Agreement require that the custodian indemnify the F&P against: (1) the failure to demand adequate and
appropriate collateral from a borrower; (2) the failure to comply with the investment guidelines in connection with the investment
and reinvestment of cash collateral; (3) the failure to obtain and perfect a security interest or rights equivalent thereto in and to
the collateral; and (4) the failure to make a reasoned determination of the creditworthiness of any borrower. There were no such
failures by any borrowers during the fiscal year. Moreover, there were no losses during the fiscal year resulting from defauit of
the borrower or the custodian.

Substantially all securities loans can be terminated on demand either by the custodian or by the borrower, although generally the
average term of these loans is one week. Cash collateral is invested in the custodian’s short-term investment pool. The short-term
investment pool guidelines specify that a minimum of 20% of the invested cash collateral is to be available each business day and
the dollar weighted average maturity of holdings should not exceed 90 days.

Cash and Investments:
The System's cash deposits are entirely covered by federal depository insurance at all times.

The Board of Trustees of the F&P is authorized by the Baltimore City Code to make investments in accordance with the
guidelines and limitations set forth in the Code. The Board accomplishes the daily management of the System’s investments
through an external investment advisor who acts as a fiduciary for the System and through external investment managers. The
Board invests the assets of the F&P using the “prudent person standard” which allows the Board to consider the probable safety
of investments, avoid speculative investments, and invest as people of prudence, discretion, and intelligence would in a similar
situation. The Board has adopted an investment policy and guidelines to formally document its investment objectives and
responsibilities.

Governmental Accounting Standards Board (GASB) Statement No. 40 updates and/or supersedes portions of GASB Statement
No. 3. GASB Statement No. 40 establishes more comprehensive disclosure requirements related to investment risks: foreign
currency risk exposure, interest rate risk and credit risk by quality.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The F&P invested assets at June 30, 2008 are presented below:

Investment Type Fair Value
Debt Securities:

Corporate bonds 311,451,600
U.S. treasury notes and bonds 175,754,560
U.S. Government agency bonds 134,957,733
Absolute return strategic funds 88,889,446
Lehmann aggregate index 31,334,091
Money mutual funds 27,460,493
Total debt securities 769,847,923
Other:

Domestic equities 642,916,553
International equities 323,093,341
Real estate 221,354,101
Hedge funds 144,071,696
Private equity funds 41,403,436
Total other 1,372,839,127
Total investments 2,142,687,050
Less cash and cash equivalents 27,460,493
Total net investments $2,115,226,557

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a single issuer. As of
June 30, 2008, the F&P has no single issuer that exceeds 5% of total investments. Investments issued or explicitly guaranteed by
the U.S. government and investments in mutual funds, external investment pools, and other pooled investments are excluded.

Foreign Currency Risk Exposure

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment or a deposit.
It is the Board’s policy that external managers demonstrate sensitivity to foreign currency risk. The foreign currency exposure of
the System may be hedged back to the U.S. dollar using forward foreign exchange contracts. From 0% to 100% of the foreign
currency exposure of a portfolio may be hedged. Cross-hedging to currency other than the U.S. dollar may reach 25% of the total
portfolio. Currency speculation is not permitted.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The F&P exposure to foreign currency risk is presented on the following table:

Euro Currency Unit $ 82,226,262
British Pound Sterling 41,784,776
Japanese Yen 28,515,030
Swiss Franc 13,726,643
Canadian Dollar 9,198,402
Swedish Krona 5,386,370
South Korean Won 5,373,457
Australian Dollar 5,050,586
Taiwan Dollar 4,529,586
Hong Kong Dollar 4,462,617
Brazil Real 4,438,925
Singapore Dollar 3,818,102
Danish Krone 3,105,346
Norwegian Krone 2,654,125
Egyptian Pound 1,056,333
South African Comm Rand 996,733
Malaysian Ringgit 703,651
Indonesian Rupian 558,629
Turkey Lira 424,409
Mexican New Peso 423,915
Russian Rubel 407,324
Total Foreign Currency $218,841,221
U.S. Dollars (held in International Equity) $104,252,110
Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
F&P uses the Option Adjusted Duration as a measure of interest rate sensitivity for bonds. Duration is a measure of the
approximate sensitivity of a bond’s value to interest rate changes. The Board’s fixed income interest rate policy states that the
effective duration of a portfolio may not exceed 120% of the effective duration of the underlying Lehman Aggregate benchmark.

Asset Type Option Adjusted Duration Fair Value

Corporate bonds 4.33 $311,451,600
U.S. treasury and bonds 13.07 175,754,560
U.S. Government agency bonds 5.74 134,957,733
Absolute return strategic funds 3.63 88,889,446
Lehmann aggregate index 5.24 31,334,091
Money mutual funds 0.08 27,460,493
Total debt securities $769,847,923
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Credit Risk by Quality

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The Board has not
adopted a formal policy to limit credit risk. The F&P’s rated debt investments as of June 30, 2008 were rated by a nationally
recognized statistical rating agency and are presented below using the Standard and Poor’s rating scale:

Asset Type Fair Value uality Ratings
AAA thru A BBB thru B CCC thru C Not Rated
Corporate bonds $311,451,600 $185,295,699 $112,039,872 $1,520,887 $12,595,142
U.S. treasury and bonds 175,754,560 175,754,560
U.S. Government agency bonds 134,957,733 134,957,733
Absolute return strategic funds 88,889,446 88,889,446
Lehmann aggregate index 31,334,091 31,334,091
Money mutual funds 27,460,493 27,460,493
Total debt securities $769,847,923 $616,231,529 $112,039,872 $1,520,887 $40,055,635

6.  Capital Assets:

Capital Assets consisting of furniture and equipment, computer equipment and leasehold improvements are recorded at cost.
Depreciation on computer equipment is calculated on a straight-line basis over a five year useful life; depreciation on leasehold
improvements and office furniture is calculated on a straight-line basis over fifteen years, the life of the building lease.
Accumnulated depreciation for computer equipment is $410,062; for office furniture is $74,693; for leasehold improvements is

$262,180.

Asset June 2007 Balance Additions Depreciation June 2008 Balance
Computer equipment $ 246210 $ 62,978 $ 112,246 $ 196,942
Office furniture/equipment 327,408 12,102 25,131 314,379
Leasehold improvements 1,131,996 28.495 88.026 1,072.465
Totals $1,705,614 $ 103,575 $ 225,403 $1,583,786
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Funding:

Funding of the System is accomplished through member and employer contributions and the investment earnings. The System
uses the projected unit credit funding method. The required schedule of funding progress presents multi-year trend information
about whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued liability for
benefits. This schedule can be found on page 36. The following is a schedule of funding progress as of the actuarial valuation
date of June 30, 2008.

Unfunded AAL as a
Actuarial Actuarial Accrued Funded percentage of
Assets Liability (AAL) Unfunded AAL Ratio Covered Payroll Covered Payroll
(@ ®) (b-a) (a/b) (¢) ((b-a)lc)
$2,676,354,876 $2,994,393,758 $318,038,882 89.4% $269,690,209 117.9%

The information presented above and in the required supplementary schedules was derived from the annual actuarial valuations
prepared as of each June 30. Additional information from the latest actuarial valuation dated June 30, 2008 follows:

Actuarial cost method: Projected unit credit

Amortization method: Level dollar, open

Amortization period: 20 year period; only one amortization base.

Asset valuation method: Market value adjusted for investment surpluses and deficits
relative to investment assumptions, phased-in at 20% each
year.

Actuarial assumptions:

Investment rate of return
Pre-retirement 8.25%
Post-retirement 6.80%
Projected salary increases 4.00% to 8.00%, includes inflation at 3.00%
Post-retirement cost-of-living adjustments Dependent upon investment performance which must exceed
7.50% as calculated each fiscal year end.
Subsequent Events:

There has been a significant decline in the fair market value of the Plan’s investments. Due to the economic downturn that
occurred since the close of the System’s statement of plan net assets for the year ended June 30, 2008, the fair market value of
investments has decreased by $392,082,747, a decline of 18.3%.
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Required Supplementary Information
and Supporting Schedules

Baltimore police officers are faced with danger every day in the performance of their
jobs. Police work involves more than arresting criminals and protecting the citizens of
Baltimore; it involves interacting with the community and establishing positive
relationships. The Baltimore Police Department joined the Baltimore City Fire
Department by participating in the Fire Department’s Annual Thrill Show. police pilots
gave attendees a tour of the police helicopter, Foxtrot.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

1. Changes in actuarial assumptions, which included a slight reduction in the salary scale, a reduction in the mortality
rates for line-of-duty deaths and for service retirements, lowering withdrawal rates by 10% for ages 30-39 for non-
officers, lowering disability rates, and changes in DROP and retirement assumptions increased the June 30, 1999,
actuarial accrued liability by $10.2 million. These changes in actuarial assumptions increased employer
contributions by $1.1 million.

As provided in the plan provisions, the City can utilize excess earnings to reduce or eliminate its required employer
contribution. For fiscal year 1999, the City elected to apply $30.4 million of the excess earnings to eliminate having to
make its required employer contribution.

2. Ordinance 00-49 of 2000 provided for plan benefit improvements for active members and most retirees and
beneficiaries. The improvements which included a one percent increase to retirees and beneficiaries who were receiving
retirement benefits as of June 30, 2000, a reduction in the member contribution for one year, an increase in the accrual
rates for Intermediate and Full Deferred Retirement Option Plan (DROP) retirement benefits, and a reduction in the time
period to attain eligibility for a Full DROP retirement benefit, increased the June 30, 2000 actuarial accrued liability by
$61.7 million. Ordinance 97-164 of 1997, allows the use of excess earnings to reduce the cost of plan benefit
improvements. For fiscal year 2000, $61.7 million of excess earnings were used to offset the increase in the actuarial
accrued liability due to these plan benefit improvements.

3. Ordinance 03-576 of 2003 provided amendments and clarifications to the plan provisions that affect current and future
active members. The ordinance clarified the provisions regarding service credit while members are on military leave of
absence to conform to federal and state laws. The improvements amended or added provisions to allow certain
members to purchase previous service credits lost due to separation from service, to allow members to purchase up to 6
months of Maryland Police Corps training time for service credit, and to allow members to transfer certain service
credits from former federal and state governmental pension and retirement systems outside the state of Maryland. The
ordinance also placed restrictions on how much service credit can be transferred to the F&P from other qualified plans
based on whether the service was in a uniformed position or civilian position. In addition, the ordinance added
restrictions to the service retirement requirements and to the eligibility requirements to enter the Deferred Retirement
Option Plan for members who enter the F&P on or after July 1, 2003, and required a minimum of ten years of service as
a member of the F&P and as an employee paid by the Mayor and City Council of Baltimore. The ordinance did not
have a material financial impact on the System.

4. Preceding the preparation of the June 30, 2005 Actuarial Valuation Report, the System’s actuary performed an Actuarial
Experience Study for the three year period ended June 30, 2005. As a result of the Experience Study, the Board of
Trustees adopted changes in actuarial assumptions which included increases to the salary scale for most ages, reductions
to pre-retirement and post-retirement mortality rates, increases to withdraw rates for members under age 50, decreases to
withdraw rates for members over age 50, reductions to non-line-of-duty disability rates for members age 40 and above,
increases to line-of-duty disability rates for ages 44 and below, an increase to the DROP participation rate, and changes
to both DROP and non-DROP retirement rates. These assumption changes, which were incorporated into the June 30,
2005 actuarial valuation, increased the actuarial accrued liability $39.5 million. The Board approved utilization of
$34.3 million of excess investment earnings to reduce the increase in the unfunded accrued liability.

5. A plan provision that required that excess earnings be credited and deficit earnings be charged to certain actuarial
reserves, expired on June 30, 2005. The purpose of the reserves, established June 30, 1996, was to segregate excess
positive earnings that could then be utilized by the City to reduce its required employer contributions to the plan and by
the plan membership to “purchase” benefit improvements. The reserves were initially utilized for those two purposes.
Subsequently, however, because of the downturn in the global equity markets in fiscal years 2001 through 2003, the
reserves have instead accumulated net deficit earnings of $412.8 million as of June 30, 2005. The plan provision
requires that the Board of Trustees apply the deficit in the reserves in accordance with an appropriate asset valuation
method. The City Administration requested that a 10-year amortization of the accumulated net deficit be utilized. It is
expected that the City’s employer contributions to the plan will substantially increase in future years due to this
deficiency.
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Fire and Police Employees’ Retirement System

City of Baltimore, Maryland

SCHEDULE OF ADMINISTRATIVE EXPENSES

For the Year Ended June 30, 2008

Salaries and Wages:
Permanent full-time salaries
Overtime
Total Salaries and Wages

Other Personnel Costs:
Medical insurance and health care
Retirement
Social security
Other employee benefits
Total Other Personnel Costs

Contractual Services:
Technology systems support
Retirement payroll processing
Lease payments
Actuarial services
Other professional services
Postage
Financial audit fees
Staff training
Telephone systems
Dues and publications
Equipment maintenance
Printing
Equipment rental
Trustee education

Total Contractual Services

Depreciation expense
Office supplies

Computer equipment

Total Administrative Expenses
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$ 1,235,755
255

197,257
145,602
90,893

4,116

411916
251,341
222,170
189,041
61,615
31,968
26,000
22,518
16,055
16,054
13,065
11,169
9.833

8,584

$ 1,236,010

437,868

1,291,329
225,404

24,623

48,794

$ 3,264,028



Fire and Police Employees' Retirement System

City of Baltimore, Maryland

SCHEDULE OF INVESTMENT EXPENSES
SCHEDULE OF PAYMENTS TO CONSULTANTS
For the Year Ended June 30, 2008

Schedule of Investment Expenses

Investment Expenses Fees
Investment management fees $6,484,722
Securities lending fees 682,962
Investment advisor fees 253,750
Custodial fees 173,547

Total Investment Expenses $7,594,981

Schedule of Payments to Consultants

Firm Fees Nature of Service
Mercer $189,041 Actuarial services
Baltimore City Department of Audits 26,000 Financial audit

Note: A schedule of fees and commissions is also illustrated in the Investment Section on page 52.
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Investment Section

The Baltimore City Fire Department is dedicated to saving lives and promoting fire
safety. At the Annual Thrill Show, fire department members allowed kids to become
firefighters for a day. Shown here, a small group of kids are learning first hand how to
extinguish a house fire using a water hose.



Summit Strategies Group

December 9, 2008

To the Board of Trustees of the
Fire & Police Employees’ Retirement System of the City of Baltimore

Introduction

This report, prepared for the Fire & Police Employees’ Retirement System of the City of Baltimore (System) by Summit
Strategies Group (Summit) is based on information supplied by the System’s custodian, BNY Mellon. BNY Mellon
provides Summit with beginning and ending market values, cash flows, securities transactions and positions for the System
as well as each manager, where applicable. BNY Mellon audits the information contained in its monthly accounting
reports. Summit uses BNY Mellon’s monthly reports to calculate performance returns for the System and the Trustees.

Distinction of Responsibilities
The System’s Board of Trustees (the Trustees) is responsible for the investment and administration of System assets. This

includes establishing the strategic asset allocation that, over time, is the primary determinant of investment return on assets.
A thorough understanding of both the System’s assets and liabilities is essential for determining an appropriate asset
allocation. The key drivers of this analysis are the projections of the System’s liabilities and the projections of expected
future returns and risk (as measured by standard deviation of returns) for each asset class as well as correlation between
asset classes. The liabilities include all key dimensions of the System’s pension plan: membership, benefits, liabilities,
assets, and funding requirements. In May 2006, the Trustees adopted a modified target asset allocation, which is shown in
the table below. This was the target allocation in place during fiscal year 2008.

Investment Policy/Structure
The asset allocation adopted by the Trustees is included in the System’s investment policy. The System employs various

investment managers to implement the asset allocation within the guidelines and limitations contained in the investment
policy. System assets are invested using numerous investment managers so as to diversify the System’s assets among
multiple asset classes and investment styles. Each investment manager is delegated full investment discretion for its
respective portfolio including the discretion to purchase and sell individual securities, and control industry and economic
sector exposure.

The System’s investment policy is designed to provide broad diversification among asset classes in order to maximize
return at an appropriate level of risk and to minimize the risk of large losses to the System. In addition, asset allocation
ranges, target allocations and a process of periodic rebalancing are used to maintain compliance with the investment policy
and to increase the likelihood that the System will achieve its long-term risk and return objectives. The following table
outlines the System’s long-term target asset allocation:

Asset Class Allocation Target
U.S. Equity 40%
International Equity 20%
Private Equity 5%
Total Equity 65%
U.S. Fixed Income 18%
Real Estate 10%
Alternative Strategies 7%
Total Portfolio 100%
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Within each asset class, the Trustees employ several investment managers to further diversify the investment approach and
to minimize style biases. The Trustees employ both active and passive investment strategies to obtain the desired asset
allocation mix in a cost effective and efficient manner.

Investment Objectives
The System’s investment policy contains the following objectives:

1. To preserve the inflation-adjusted capital value of the System;

2. To ensure adequate liquidity to meet benefit liabilities as they fall due;

3. To meet the actuarial interest rate assumptions; and

4. To exceed the investment return objective without unduly jeopardizing objectives 1-3.

The investment return objective is a hypothetical policy portfolio constructed as follows: 45% Russell 3000 Index, 20%
MSCI All Country World Ex-US Index, 13% Lehman Aggregate Index, 10% NCREIF Index, 7% 90-Day LIBOR + 400
bps, and 5% Lehman High Yield Index. In addition, the System’s investment performance has been evaluated relative to
the Independent Consultant’s Cooperative Universe for Public Funds; a performance universe representing the performance
of more than 136 public plans (3,683 portfolios) with an aggregate market value of nearly $728.2 billion as of June 30,
2008. Finally, each investment manager is measured and evaluated against its relevant broad market index and style peer
universe.

Market Overview

The U.S. and global economics began to slow significantly during the fiscal year. U.S. GDP contracted in the fourth
quarter of 2007 and was only modestly positive during the first half of 2008 for a fiscal year GDP growth rate of 1.8%. At
the same time, inflation accelerated with CPI increasing 4.9% over the fiscal year, mainly following higher food and energy
prices. Unemployment continued to rise, ending at 5.5% as of June 30, 2008. Housing starts and prices declined
throughout the fiscal year while inventory of unsold houses climbed. Consumer confidence slipped to a 16-year low by the
end of June 2008. All of the above are signs the U.S. Economy has been in recession since the 4th quarter of 2007.

Cracks in the capital markets began with the bond market during 2007 but the stage was set earlier. In the 3-4 years leading
up to 2007, excess financial liquidity focused primarily on residential real estate combined with excesses in real estate
financing and securitization markets to create a “housing bubble” that eventually popped in 2007. What started with a
crisis in subprime mortgages spread to become a global credit and liquidity crisis. As a result, a “flight to quality” drove up
Treasury bond prices as investors sought safety. The Lehman Aggregate Bond Index returned 7.1% for the year, which
contained a 10.3% return for Treasuries offsetting lower returns for mortgages and corporate bonds.

Most equity indexes fell during the July 1, 2007-June 30, 2008 time period. Large cap stocks, as measured by the S&P 500
Index, returned (13.1%) for the fiscal year. Small cap stocks, as measured by the Russell 2000 Index, returned (16.2%)
over the same period. Developed country international stocks returned (10.2%), as measured by the MSCI EAFE Index,
while its emerging markets counterpart remained positive returning 4.9% for the fiscal year, as measured by the MSCI
Emerging Markets Index.

Investment Performance

For investment performance measurement purposes, the total investment portfolio is split between "“actively managed"
accounts and. “other” assets. The “other” assets consist of the Cash Reserve, held for the payment of benefits and
administrative expenses, and “Post Retirement” assets held in immunized portfolios dedicated solely for the purpose of
paying post retirement benefit increases. It is only the actively managed assets that are displayed below. In past annual
reports, Summit has calculated and reported all returns in accordance with AIMR Performance Presentation Standards. The
new performance standards used by the industry now are the Global Investment Performance Standards (GIPS). As an
investment consultant, Summit is prohibited from stating that investment performance is shown “in compliance with” or “in
accordance with” GIPS, as GIPS compliance is reserved solely for use by investment management firms. However,
Summit strives to uphold and maintain the guiding principles underlying the GIPS standards, both ethically and in its
performance calculation methodology. Accordingly, all performance returns are calculated using a time-weighted the
methodology.known as the Modified Dietz method. This algorithm attempts to eliminate the effects of cash flows and
geometrically links period returns.
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Even considering the recent market turmoil, the System has been protected by its superior performance during the last four
fiscal years resulting from the strategic implementation of the target asset allocation, investment manager changes, and
additional asset class diversification. This strategy included the replacement of underperforming managers, increased
weights to mid cap US equity, international equity, and real estate, and the addition of a hedge fund portfolio managed by
two diversified fund-of-fund managers.

For the fiscal year ended June 30, 2008, the System’s rate of return was (7.0%) and ranked in the 85th percentile of the ICC
Public Fund Universe. The System’s Investment Policy calls for measuring performance over rolling 3-5 year periods.
Accordingly, the System has compounded at annual rates of return of 7.6% and 10.2% for the last 3 and S years, ranking in
the 21st and 16th percentiles, respectively for those periods. For the previous four consecutive fiscal years, the System
ranked in the 4th, 12th, 4th, and 30th percentiles respectively. The Fund underperformed its benchmark return of (4.1%)
for the fiscal year and ranked in the bottom quartile of the peer universe, due in part to:

—~  Underperformance of the domestic equity portfolio.

—  Within the domestic equity portfolio, significant underperformance by two mid-large cap managers, one of
which has since been terminated.

~  Underperformance of the domestic fixed income portfolio

—  Within the domestic fixed income portfolio, exposure to high yield bonds and significant underperformance
by two managers with overweight positions in corporate bonds and mortgages.

The market value of the actively managed accounts decreased from $1.93 billion on June 30, 2007, to $1.67 billion on June 30,
2008. The decrease in value is primarily attributable to underperformance of certain domestic equity and fixed income
investment managers. At the end of fiscal year 2008, the System’s assets were allocated as follows:

Fiscal Year Rate of Return
Market Value Percent
($ in millions) of Total System Benchmark
US Equity $661.2 39.6% (17.1%) (12.7%)
International Equity $326.5 19.5% (6.1%) (10.2%)
US Fixed Income $275.7 16.5% 2.9% 7.1%
Hedge Funds $144.2 8.6% 4.9% 8.2%
Real Estate $221.2 13.2% 7.2% 9.3%
Private Equity $43.4 2.6% N/A N/A
Total Managed Assets| $1,672.2 100.0% (7.0%) (4.1%)

Of Note
Pending at the end of the fiscal year was: replacement of the active large cap core equity manager, search for a new

international private equity fund of fund manager, review of the economy and capital markets, and review of the System’s
asset allocation in light of the further weakening global economy, U.S. Recession, volatile capital markets, and need to
maintain the System’s liquidity.

Regardless of the economic or capital market climate, it is a pleasure to serve the System, and work with the Staff and
Trustees. I look forward to the continued search for competitive investment returns in the current challenging capital
market environment.

Sincerely,

Daniel J. Holmes
Managing Director



Fire and Police Employees’ Retirement System
City of Baltimore, Maryland
OUTLINE OF INVESTMENT OBJECTIVES AND POLICIES

Investment Objectives

The primary investment objectives of the Board of Trustees (Board) of the Fire and Police Employees’ Retirement System (F&P,
System) are set forth below. It is recognized that maximizing any one objective may compromise the achievement of other
objectives. For example, maximizing liquidity may reduce investment return; seeking maximum investment return may subject
capital preservation to higher risk. Accordingly, the investment objectives are given in descending order of priority:

To preserve the capital value of the System assets adjusted for inflation;

To ensure adequate System liquidity to meet benefit liabilities as they fall due;

To meet the actuarial interest rate assumptions; and

Without unduly jeopardizing the above objectives, to exceed the investment return objective by the astute management
of funds.

bl S

General Investment Policy
The Board must comply with investment restrictions imposed by the laws of the City of Baltimore and any other State or Federal

laws dealing with investment of public retirement plan assets. System investment managers are expected to familiarize
themselves with these laws.

Investment policy for the System relates to the portfolio of all assets that comprise the total holdings of the System. The Board
recognizes that the objective of a sound and prudent policy is to produce investment results that will preserve the assets of the
System, as well as to maximize earnings of the F&P consistent with its long-term needs. These long-term needs have been
ascertained through various studies performed on behalf of the Board by its actuary and its investment advisor. Investment policy
and the long-term average allocation of plan assets to which they refer are deemed to be consistent with the projected pattern of
cash flows to the F&P and its projected benefit payments. Should the projected finances of the System change significantly, the
applicable Federal or State statutes be amended, or changes in the System’s asset valuation methods be adopted, these policies
and average asset allocations will be reviewed and modified by the action of the Board, if appropriate.

The Board recognizes that its investment portfolio must be diversified over several different asset classifications in order to
reduce risk. The following asset allocation has been established as an overall objective for the total holdings of the System:

Percentage of Total Fund
at Market Value
Asset Category Target
Domestic Equity 40%
International Equity 20%
Private Equity 5%
Domestic Fixed Income 18%
Real Estate 10%
Alternative Strategies 7%

Within each major asset classification, investments are further diversified. Excessive concentration in any particular security,
company or industry is to be avoided. Investment guidelines have been supplied to each of the System’s investment managers.
Subject to these objectives and guidelines, and the System laws, the investment managers have full discretion in investment
decisions. Managers are advised to notify the Board in writing if these objectives cannot be met or if the guidelines constrict
performance. The investment managers are encouraged to suggest changes to the guidelines at any time.
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OUTLINE OF INVESTMENT OBJECTIVES AND POLICIES

Proxy Voting

Pursuant to a U.S. Department of Labor directive, the Board has a long standing policy that, when solicitations of proxies with
respect to securities are received by an investment manager, the decisions as to whether and how to vote such proxies are
delegated to that investment manager.

The Board also recognizes, however, that the investment manager's decisions must be made in accordance with applicable legal
standards and that the Board has an obligation to ensure that those standards are being observed. Therefore, the Board requests
that annually (June 30) each management firm furnish the System with a written statement of their policy and practices with
respect to the voting of securities held in their employee benefit plan asset portfolios, together with their written assurance that
such policies and practices are being followed. These statements and assurances will be included, and will be given appropriate
weight, in the Board’s continuing evaluation of each manager’'s overall investment performance.
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Fire and Police Employees' Retirement System
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TOTAL PORTFOLIO COMPOSITION
MARKET VALUE OF INVESTMENTS
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2004 2005 2006 2007 2008
Fiscal Year Ended June 30
ll Cash W Stock Bl Bonds [Real Estate £ Hedge Funds £ Private Equity 00 GICS |
2004 2005 2006 2007 2008
Cash $ 57 3% 1% 74 4% |$ 51 3%|$ 32 1% $ 27 1%
Stock 1,038 54 1,074 52 1,129 54 1,242 53 966 45
Bonds 648 34 644 31 666 31 716 30 742 35
Real Estate 156 8 169 8 178 8 210 9 221 10
Hedge Funds 0 0 80 4 90 4 136 6 144 7
Private Equity 0 0 0 0 4 0 16 1 41 2
GICS 12 1 12 1 0 0 0 0 0 0
Total $1911 100% | $2,053 100% | $2,118 100% | $2,352 100% | $2,141 100%
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INVESTMENT RESULTS - TIME WEIGHTED RATE OF RETURN

Annualized
Total Returns FY 2008 3 Years 5 Years 10 Years

TOTAL PORTFOLIO (7.0)% 7.6% 10.2% 5.4%
Composite Benchmark 4.1) 7.8 9.7 6.0
DOMESTIC EQUITIES 17.1) 33 8.1 2.7
S&P 500 Index (13.1) 44 7.6 29
Russell 1000 (12.4) 4.8 8.2 34
Russell 2000 (16.2) 38 10.3 5.5
Russell 3000 12.7) 47 84 35
INTERNATIONAL EQUITIES 6.1) 16.5 20.5 9.1
MSCI ACWI Free Ex-US 6.2) 16.2 19.4 7.7
DOMESTIC FIXED INCOME 2.9 33 31 53
Lehman Government/Credit 7.2 3.8 3.6 5.7
Lehman Aggregate 71 4.1 39 5.7
HEDGE FUND 49 10.5 N/A N/A
Libor + 400 82 8.8 7.7 N/A
REAL ESTATE 7.2 144 13.9 13.2
NCREIF Property Index 9.3 150 14.7 12.2

Notes:
This schedule illustrates the investment results of the "managed” investment portfolio which excludes assets of the Paid Up
Benefit Reserve, Contingency Reserve and the operating cash reserve.

The composite returns above were calculated by the System’s investment advisor, who used a time weighted rate of return
based on market value.

The Composite Benchmark exhibits the overall rate of return for a sample unmanaged portfolio. Commencing with the

Fiscal Year 2008, the Composite Benchmark is comprised of 45% Russell 3000, 20% MSCI ACWI Free Ex-US, 25%
Lehman Aggregate, and 10% NCREIF Property Index.
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Fire and Police Employees’ Retirement System

City of Baltimore, Maryland

ASSET ALLOCATION - ACTIVELY MANAGED ACCOUNTS
For the Year Ended June 30, 2008

TARGET ASSET ALLOCATION

Real Estate
10%

Hedge Funds
7%

Domestic

Equity
40%
International Equity 20%
Private Equity 5%
Domestic Fixed Income
18%
ACTUAL ASSET ALLOCATION
Real Estate
Hedge Funds 13%
8% Domestic
Equity
39%

International
Equity
20%

Private Equity Domestic Fixed Income
3% 17%

Note: For asset allocation purposes, only actively managed accounts are included. Assets of the Paid Up Benefit Reserve
and the Contingency Reserve are not included in this illustration. The assets of these reserves are invested separately for
the sole purpose of providing post retirement benefit increases. Assets in the cash reserve, also excluded from this
illustration, are held for the purpose of providing cash for the payment of benefits and administrative expenses.
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TOP TEN DOMESTIC AND INTERNATIONAL STOCK HOLDINGS BY MARKET VALUE
TOP TEN BOND HOLDINGS BY MARKET VALUE

June 30, 2008
Top Ten Domestic Stock Holdings
Shares Stock Market Value
D 176,000 Wal Mart Stores Inc $9,891,200
2) 347,700  General Electric Co 9,280,113
3) 262,356  J P Morgan Chase & Co 9,001,434
4) 155,500 Gilead Sciences Inc 8,233,725
5) 88,180  Exxon Mobil Corp 7,771,303
6) 170,000 Hewlett Packard Co 7,515,700
7 13,245  Google Inc 6,972,433
8) 67,595 Chevron Corporation 6,700,692
9) 237,200  Microsoft Corp 6,525,372
10) 387,800  Citigroup Inc 6,499,528
Top Ten International Stock Holdings
Shares Stock Market Value
1§ 26,496 E.ON AG NPV $5,349,721
2) 45,028 Siemens AG NPV 4,974,584
3) 1,656,633  Vodafone Group 4,917,398
4) 49,915 Technip Sa Eur 4,623,456
5) 106,906 TNT NV Eur0.48 3,658,424
6) 104,952  British American Tobacco 3,632,253
7 119,338  France Telecom 3,517,910
8) 54,415  Vinci Eur2.50 (Post Subdivision) 3,343,609
9 97,300 Honda Motor Co 3,313,551
10) 313,000 Ericsson LM. 3,267,707
Top Ten Bond Holdings
Par Bonds Market Value
D 27,500,000 U S Treasury Bonds 5.000% 05/15/2037 $29,562,500
2) 72,870,000 U S Treasury Strip 05/15/2030 26,320,644
3) 30,000,000 Israel St U S Government NTS 11/15/2013 24,595,200
4) 38,700,000 U S Treasury Strip 08/15/2020 22,167,360
5) 14,800,000 U S Treasury Bonds 6.000% 02/15/2026 17,339,162
6) 19,875,000 U S Treasury Bonds Strip 11.250% 02/15/2010 15,540,263
7 16,000,000 Israel St U S Government GTD NTS 09/15/2010 15,052,480
8) 21,309,000 Government Ln Tr CTF CL 1-Z 10/01/2020 11,656,662
9) 18,700,000 Israel St Zero Cpn GTD CL 8-Z 08/15/2021 9,855,461
10) 10,000,000 Israel St US Government GTD NT CL-Z 03/15/2012 8,843,700

A complete list of portfolio holdings is available upon request.
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INVESTMENT SUMMARY
June 30, 2008
Percent of
Market Value Total Investments
Stock:
U.S. Common Stock
Financial $ 125,697,940 5.94%
Technology 121,284,216 5.73
Consumer services 67,223,777 3.18
Health care 66,486,740 3.14
Capital goods 65,056,666 3.08
Energy 61,035,315 2.89
Basic industries 41,294,993 1.95
Consumer durables 30,836,541 1.46
Consumer nondurables 28,408,754 1.34
Utilities 21,490,588 1.02
Transportation 14,101,023 0.67
Total U.S. Common Stock 642,916,553 30.40
Other
International Stock 323,093,341 15.27
Total Stock __966.009.894 45.67
Bonds:
U.S. Securities and Agencies
U.S. Agencies 175,754,560 8.31
Treasury notes and bonds 134,957,733 6.38
Total U.S. Securities and Agencies 310,712,293 14.69
Corporate
Financial 191,587,694 9.06
Industrial 84,655,420 4.00
Utilities 22,327,083 1.06
Transportation 12,881,403 0.61
Total Corporate 311,451,600 14.73
Lehmann Aggregate Index 31,334,091 1.48
Absolute Return Strategic Funds 88,889,446 4.20
Total Bonds 742,387,430 35.10
Other Investments:
Real estate 221,354,101 10.46
Hedge funds 144,071,696 6.81
Private equity funds 41,403,436 1.96
Total Other Investments 406,829,233 19.23
Total Investments $2.115,226.557 100.00%

Note: This schedule includes all plan assets including the assets of the Paid Up Benefit Reserve and the Contingency Reserve.
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Fire and Police Employees' Retirement System
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SUMMARY SCHEDULE OF FEES AND COMMISSIONS
For the Year Ended June 30, 2008

Investment Managers' Fees
Domestic equity
International equity
Fixed income
Real estate
Securities lending
Total Investment Managers' Fees

Other Investment Service Fees:
Custodial fees
Investment advisor fees

Total Other Investment Service Fees

Brokerage Fees

Assets Under
Management

$659,763,173
326,067,343
746,174,266
221,404,102

Fees

$3,249,083
2,278,760
704,630
252,250

682,962

$7.167,685

$173,546

253,750

$427,296

Broker's fees on investment transactions for the year ended June 30, 2008 amounted to $1,329,423. Brokerage firms

receiving more than $9,500 in fees are listed below.

Fees
Brokerage Firms Paid
Merrill Lynch $87,405
Credit Lyonnais Securities, Inc. 83,035
UBS 80,580
Citigroup GBL Markets 76,128
Ridge Clearing & Outsourcing Servs. 69,080
Deutsche Banc Alex Brown Inc. 66,929
Morgan Stanley 62,477
Credit Suisse First Boston 54,571
Morgan J P Securities Inc. 50,421
Instinet 43,347
BNY 41,636
Lehman Brothers Inc. 36,258
Bear Stearns & Co. Inc. 32,183
Pershing Securities 29,256
Jefferies & Company 27,089
ING Baring Securities, LTD 17,532

Brokerage Commissions

Brokerage Firms
Goldman Sachs

Weeden & Company

Stifel Nicolaus

Banc of America

Wachovia Capital Markets
SG Warburg

Raymond James & Associates
Liquidnet Inc.

Bemnstein Sanford & Co
Guzman & Company

BOE Securities

Abel Noser Corp

Cantor Fitzgerald & Company
Morgan Keegan & Co
Macquarie Equities LTD
Calyon Securities

Fees

Paid
$17,337
16,823
14,837
14,744
14,367
11,983
11,555
11,315
10,910
10,888
10,795
9,950
9,805
9,680
9,655
9,592

Because of the highly visible nature of the Fire and Police Employees' Retirement System, it is important that the
investment managers have best execution as their primary objective. While the managers are permitted to direct a portion of
brokerage commissions for research, it is expected that each manager will receive commission discounts which are
commensurate with current discount practice. Investment managers are expected to give preference whenever possible to
brokerage firms with offices located in the Baltimore Metropolitan Area. However, the managers are expected to negotiate
commission rates, and local brokerage firms should be given preference only when commission rates and transaction

services are competitive with those available from other firms.
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INVESTMENT PROFESSIONALS
DOMESTIC EQUITY MANAGERS
Large Cap

INTECH

Russell Bjorkman

Palm Beach Gardens, Florida

Legg Mason Capital Management

Kyle P. Legg

Baltimore, Maryland

The Edgar Lomax Company
Randall Eley

Springfield, Virginia

Small and Mid Cap

Pinnacle Associates, Ltd.

Peter Marron T. Radey Johnson
New York, New York New York, New York
Hotchkis & Wiley Capital Management
Sheldon Lieberman
Los Angeles, California
INTERNATIONAL EQUITY MANAGERS
William Blair & Co. Aberdeen Asset Management, Inc.
George Greig Jack Kirkpatrick
Chicago, Illinois Philadelphia, Pennsylvania
Causeway Capital Management, LL.C
Sarah Ketterer
Los Angeles, California
ALTERNATIVE STRATEGIES

Union Bancaire Privee Asset Management, LL.C Cadogan Management, LL.C
Peter Barcia Peter Hommeyer

New York, New York
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Mellon Capital Management
Greg Kolling
Pittsburgh, Pennsylvania

Columbus Circle Investors
Richard Pace
Stamford, Connecticut

Rothschild Asset Management Inc

New York, New York
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INVESTMENT PROFESSIONALS

FIXED INCOME MANAGERS

Loomis Sayles & Company, L.P.
Clifton Rowe
Boston, Massachusetts

Utendahl Capital Management, L.P.
Tom Mandel
New York, New York

Western Asset Management Company

Principal Global Investors
John Berg
De Moines, Iowa

LaSalle Investment Management, Inc.

James Hutchinson
Chicago, Illinois

Blackrock Realty

Jay Alexander, Theodore Koros
Florham Park, New Jersey

San Francisco, California

DLJ Real Estate
Andy Rifkin
New York, New York

Pantheon
Matthew Curran
San Francisco, California

BlackRock
Russell Steenberg
Plainsboro, New Jersey

HRIJ Capital
Duran Curis
Woodside, California

Steve Walsh
Pasadena, California

REAL ESTATE MANAGERS

PRIVATE EQUITY
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MacKay Shields
Michael Kimble
New York, New York

Mellon Capital Management
Susan Ellison
San Francisco, California

Apollo Real Estate Advisors
Steven M. Wolf
Atlanta, Georgia

Alex Brown Realty
John M. Prugh
Baltimore, Maryland

ING Clarion
Joanne Vitale
New York, New York

Angelo Gordon Real Estate
Aliana B. Spungen
New York, New York

Adams Street Partners
Miguel F. Gonzalo
Chicago, llinois

Squadron Capital Advisors
David Pierce
Hong Kong

Maryland Venture Capital Trust
Baltimore, Maryland



Fire and Police Employees' Retirement System
City of Baltimore, Maryland
INVESTMENT PROFESSIONALS

GLOBAL CUSTODIAN
BNY Mellon Asset Servicing
Arlene Sefcik

Pittsburgh, Pennsylvania
SECURITIES LENDING
BNY Mellon Asset Servicing
Stephen R. Crosby

Pittsburgh, Pennsylvania
INVESTMENT ADVISOR
The Summit Strategies Group

Daniel Holmes
St. Louis, Missouri



(PAGE LEFT INTENTIONALLY BLANK)

56



Actuarial Section

The Baltimore Police Department is committed to strengthening positive relationships
with the community. At this year’s Adopt-A-Block event, police officers and McGruff,
the Crime Dog, gave kids a lesson in crime awareness and safety tips. McGruff, the
Crime Dog is used across the country to bring a higher awareness to fight against
crime, as well as to build positive relationships between police and the youth of the
community.



MERCER

MARSH MERCER KROLL
GUY CARPENTER OLIVER WYMAN

November 3, 2008

Board of Trustees
Fire & Police Employees’ Retirement System
Baltimore, Maryland

Honorable Members of the Board of Trustees:

Mercer performs an actuarial valuation of the System at the end of each fiscal year. The most recent valuation was as of
June 30, 2008, and it determined the employer's contribution for the plan year beginning July 1, 2008. Since the
contribution is always accrued, the contribution plus interest will be made during the 2010 fiscal year.

The funding method used in the annual valuation is the Projected Unit Credit Cost method. The actuarial value of assets
equals the market value adjusted for investment performance above or below the assumed rate of retum. The employer's
contribution is increased or decreased to amortize over 20 years the difference between the actuarial value of assets and
the Actuarial Accrued Liability. Since the plan year beginning July 1, 2002, this amortization has increased the employer’s
contribution. The employer's contribution may also decrease based on the excess of the market value of assets over the
actuarial value of assets. This type of decrease has not occurred for several years and is uniikely to occur for several
years.

Over the long term, the actuarial methods will tend to produce level contributions as a percentage of covered payroll as
long as the average age of the active members does not change. If the average age were to increase because of a
decline in the number of new members being added to the plan, the employer’s contribution would begin to increase as a
percentage of covered payroll. Over the short term, unless investment eamings exceed assumed eamings by significant
amounts, recommended contributions are likely to increase due to recognition in the actuarial value of assets of past
investment losses. The types of events that tend to cause some volatility in the contribution rates include
favorable/unfavorable investment returns, benefit improvements, and actuarial gains or losses resulting from differences
between actual experience and the assumed rates of retirement, disability, pay increases, etc.

The valuation is based on actuarial assumptions recommended by the actuary and approved by the Board of Trustees.
The assumptions and methods used for funding purposes meet the parameters set for the disclosures presented in the
financial section by Government Accounting Standards Board Statement No. 25. Some actuarial assumptions are
incorporated into Article 22 of the Baltimore City Code. The plan provisions require a periodic review of the assumptions
by the Actuary. Changes in assumptions based on a review of 2005-2008 experience were incorporated in the June 30,
2008 valuation. The updated assumptions resulted in a8 $1.0 million increase to the anticipated FY 2010 contribution
requirement. Based on past experience with the System’s variable benefit structure for retired members, the assumptions
represent a reasonable estimate of the anticipated experience of the System. However, changes in financial markets
make the repetition in the future of that past experience very uncertain.

The valuation is based on a closed group of members; no new hires are assumed. Membership data used for the actuarial
valuation is supplied by the Retirement System. The data is examined by the actuary for reasonableness and consistency
with the prior year's data. Asset information is: provided on an unaudited basis.

All supporting schedules in the Actuarial Section and the Schedule of Funding Progress and the Schedule of Employer

Contributions in the Financial Section have been prepared by the System and reviewed by me. | mest the qualification
standards of the American Academy of Actuaries to render the actuarial opinion contained in this letter and the actuanal

valuation report.
Respectfuily submitted,

Lo 7 fove

Douglas L. Rowe, FSA, MAAA, EA
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Fire & Police Employees' Retirement System
City of Baltimore, Maryland

ACTUARIAL FUNDING METHOD AND ACTUARIAL ASSUMPTIONS

Actuarial Funding Method

Method of Funding:
(Effective 6/30/1988)

Asset Valuation:
(Effective 6/30/1982)

Post Retirement Benefit Increases:
(Effective 6/30/1983)

Actuarial Assumptions

Investment return:
(Effective 6/30/1995)

Expenses:

The Projected Unit Credit Cost Method is used. Normal Cost is
calculated as that portion of projected pension cost allocated to the
participant's upcoming year of service less the amount of anticipated
employee contributions. No new entrants are assumed. This is a closed
group valuation.

Effective July 1, 1992, the current Unfunded Actuarial Liability is open-
ended and amortized over 20 years. Gains and losses are reflected in the
Unfunded Actuarial Liability.

The actuarial value of assets is equal to the market value, adjusted
for interest surpluses and deficits over a five-year period, and less (plus)
any accumulated excess (deficit) earnings. Effective 6/30/05, the
accumulated deficit will be recognized in investment earnings over 10
years.

Earnings above or below the assumed return are released into the
actuarial value of assets at the rate of 20% per year. This moderates
fluctuations in contributions considerably.

The liability for these increases is assumed to be equal to the assets of
the Paid Up Benefit Reserve plus the Contingency Reserve. If the
actuary feels that these funds are insufficient, additional reserves will be
calculated. If the actuary believes that the assets in the Paid Up Benefit
Reserve and Contingency Reserve are more than the liabilities for post
retirement benefits, the excess is not used to reduce any other liability but
simply held as excess funds to back up future post retirement benefit

payments.
8.25% compounded annually until retirement and 6.8% after retirement.
According to Article 22 of the Baltimore City Code, regular member

accumulations earn 5.50% and DROP account accumulations earn
8.25%.

Expenses are paid from the fund. It is assumed that the fund will have
sufficient earnings to pay these expenses and meet the interest
assumption.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland

ACTUARIAL ASSUMPTIONS
Salary Scale: Salary increases are assumed to vary with age. Sample rates are as
(Effective 6/30/2008) follows:
Annual Rate of
Age Salary Increase
20 .0800
25 0700
30 0625
35 0500
40 0500
45 .0500
50 .0500
55 0400
60 .0400
64 .0400
The interest rate and salary assumptions are based on an inflation rate of
3.0%.
Additional Assumptions: Spouse Age: Husband assumed 4 years older than wife
(Effective 7/1/1989) Remarriage Rates: None
Children: Joint and survivor benefits loaded 4% for
children
Percent Married: Males 75%, females 75%
Retirees and Beneficiaries
Mortality Rates for
Retired and Disabled Service Members Disabled Members
Members and Beneficiaries Age Male Female Male Female
(Effective 6/30/2008) 55 0.004944  0.002506 0.006451 0.002940
60 0.008857 0.004821 0.010671 0.004913
65 0.016076  0.009380 0.019097 0.008404
70 0.026299 0.014912 0.031079 0.016230
75 0.041156 0.024788 0.051653 0.029663
80 0.068050 0.042960 0.081603 0.049100

The mortality rates for service members are based on the 1994 Uninsured Pensioners Generational Mortality table increased by a
5-year projection in 2006. The GAM 1983 table is set forward four years and reduced by 19 percent for disabled members.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
ACTUARIAL ASSUMPTIONS RETIREMENT RATES

The retirement rates are assumed to be affected by whether or not a member participates in DROP. Members that do not
join DROP are assumed to have retirement rates that vary by service until age 50. Thereafter, they are assumed to vary
solely by age. It is assumed that 90% of members will elect to participate in DROP. Retirement rates are as follows and
reflect possibilities of retirement with and without DROP rates (Effective 6/30/2008):

Non-DROP Rates Until Age 50 Non-DROP Rates After Age 50
(with 90% reduction) (with 90% reduction) Full DROP Rates
Years of Non-DROP Non-DROP Years After DROP
Service Retirement Rates Age Retirement Rates Electing DROP  Retirement Rates
20 6.00% 50 0.64 % 1 4.00 %
21 2.25 51 0.46 2 5.00
22 2.25 52 0.46 3 8.00
23 2.93 53 047 4 10.00
24 3.38 54 0.59 5 25.00
25 or more 3.38 55 0.73 6 17.00
56 0.69 T+ 25.00
57 0.69
58 0.69
59 1.39
60 2.12
61 1.72
62 2.55
63 2.55
64 3.23
65 100.00
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
SCHEDULE OF ACTIVE MEMBER VALUATION DATA

Valuation Date Annual Annual % Increase
June 30 Number Payroll Average Pay In Average Pay
1999 4,635 $183,068,111 $39,497 2.8%
2000 4,667 191,003,156 40,926 3.6
2001 4,871 209,527,825 43,015 5.1
2002 4,875 227,785,032 46,725 8.6
2003 4,875 245,711,363 50,402 7.9
2004 4,778 241,245,198 50,491 0.2
2005 4,690 244,814,891 52,199 3.4
2006 4,627 248,558,248 53,719 29
2007 4,578 254,489,308 55,590 35
2008 4,615 269,690,209 58,438 5.1
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
ANALYSIS OF FINANCIAL EXPERIENCE

Gains and Losses in Accrued Liabilities During Fiscal Year

Resulting from Differences Between Assumed Experience and Actual Experience

Type of Activity

Age and Service Retirements

If members retire at older ages or with lower final average
pay than assumed, there is a gain. If younger ages or
higher pays, a loss.

Disability Retirements
If disability claims are less than assumed, there is a gain. If
more claims, a loss.

Death-in-Service Benefits
If survivor claims are less than assumed, there is a gain. If
more claims, there is a loss.

Withdrawal From Employment
If more liabilities are released by withdrawals than
assumed, there is a gain. If smaller releases, a loss.

Pay Increases
If there are smaller pay increases than assumed, there is a
gain. If greater increases, a loss.

Investment Income
If there is greater investment income than assumed, there is
a gain. If less, a loss.

Death After Retirement
If retirees live longer than assumed, there is a loss. If not
as long, a gain.

New Entrants
New entrants create a loss because they were not assumed
in the previous evaluation.

Other
Miscellaneous gains and losses resulting from data

adjustments, timing of financial transactions, valuation
methods, etc.

Gain or (Loss) During Year From Financial Experience

66

Gain or (Loss)
for Fiscal

Year 2007

$ (4,615,243)

(5,251,616)

(1,321,787)

1,052,001

4,308,343

(24,135,850)

879,615

(2,045,812)

(3,911,720)

__5(35,042,069)

Gain or (Loss)
for Fiscal

Year 2008

$ 13,110,819

(4,179,227)

(718,402)

1,326,589

(15,221,887)

(84,072,486)

(1,673,380)

(1,963,034)

140,441

_5(93.250,567)



Fire and Police Employees’ Retirement System
City of Baltimore, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Ended June 30, 2008
1. EFFECTIVE DATE:
The System was established July 1, 1962, and has been amended periodically.
2. ELIGIBILITY:
Any uniformed officer of the Police or Fire Departments shall become a member as a condition of employment.

3. MEMBER CONTRIBUTIONS:

Members contribute at the rate of 6% of regular compensation for their entire period of service. Contributions are treated as
made by the employer and are made to the System pre-tax according to Section 414(h)(2) of the Internal Revenue Code.

Members of the Baltimore City Employees' Retirement System who transferred to this System after July 1, 1967, and did
not make up the contributions which would have been made from July 1, 1962, are to have their retirement allowance
reduced by the actuarial equivalent of the deficient contributions with interest.

4. AVERAGE FINAL COMPENSATION:

Average Final Compensation (AFC) shall mean the average annual compensation based on eighteen consecutive months of
service during which the member's compensation was highest.

5. MILITARY SERVICE CREDIT:

(A) Military Service Prior to Employment: A maximum of three years service credit is granted provided the
member has acquired:

1) 10 years of service and attained the age of 50; or
(2) 20 years of service, regardless of age.

(B) Military Service Within Employment:  Upon retirement or death, any member who had a break in employment
due to military duty, shall receive service credit for the period of absence as provided by the Veterans
Reemployment Rights Act.

6. SERVICE RETIREMENT BENEFIT:

(A) Eligibility Requirements:

(1)  For members who entered the System on or before June 30, 2003:
(a)  age 50, regardless of years of service credit; or
(b)  regardless of age, 20 years of service credit.

(2)  For members who entered the System on or after July 1, 2003:

(@)  age 50, with at least 10 years of service as a contributing member of this System; or

(b)  regardless of age, 20 years of service with at least 10 years as a contributing member of this System.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland

SUMMARY OF PLAN PROVISIONS

For the Year Ended June 30, 2008

(B)

Benefit Amount:  The sum of:
(1)  an annuity of the actuarial equivalent of the member's accumulated contributions and interest; plus

(2)  a pension, which together with the annuity, shall be equal to 2.5% of the member’s average final
compensation for each of the first 20 years of service; plus

(3) 2% of the member’s average final compensation for each year of service in excess of 20 years.

7. NON-LINE-OF-DUTY DISABILITY RETIREMENT BENEFIT:

(A

(B)

©

Eligibility Requirements: Five years of membership service and determined by a hearing examiner to be mentally
or physically incapacitated for the performance of duty and that such incapacity is likely to be permanent.

Benefit Amount:  The sum of:
(1)  anannuity of the actuarial equivalent of the member's accumulated contributions and interest; plus

(2)  a pension, which together with the annuity, shall be equal to 2.5% of the member’s average final
compensation for each year of service up to 20 years; plus

(3)  2.0% of the member’s average final compensation for each year of service in excess of 20 years.
(4) the total of this benefit shall not be less than 25% of the member’s average final compensation.

Offset to Retirement Allowance: This allowance is offset by workers’ compensation, if the member entered the
System after July 1, 1970.

8. LINE-OF-DUTY DISABILITY RETIREMENT BENEFIT:

A)

(B)

Eligibility Requirements: Immediate eligibility upon membership in the System and determined by a hearing
examiner to be incapacitated for the further performance of duty, and the incapacity resulted from an injury
occurring while in the actual performance of such duty without willful negligence.

Should such disability further result in extensive brain damage causing total incapacity or in the loss of or the use of
both hands or both arms or both feet or both legs or both eyes or any two thereof, an additional pension will be
payable.
Benefit Amount:
D The sum of:
(@)  an annuity of the actuarial equivalent of the member's accumulated contributions and interest; plus
(b)  apension equal to 66.667% of the member’s average final compensation.
(2)  If the member’s disability results in extensive brain damage causing total incapacity or in the loss of or the
use of both hands or both arms or both feet or both legs or both eyes or any two thereof, an additional

pension is paid so that the retirement allowance is equal to 100% of the member’s current annual
compensation at the time of retirement.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland

SUMMARY OF PLAN PROVISIONS

For the Year Ended June 30, 2008

©

Offset to Retirement Allowance: This allowance is offset by workers’ compensation, if the member entered the

System after July 1, 1970.

9. TERMINATION OF EMPLOYMENT:

(A)

(B)

Eligibility Requirements: If removed from a position without fault upon acquiring 15 years of service, the
member is eligible for an immediate benefit; otherwise a refund of accumulated contributions and interest if not

eligible for any other benefits.

Benefit Amount: Determined the same as if the member had retired on a non-line-of-duty disability retirement

allowance.

10. MAXIMUM ALLOWANCE AND OPTIONAL METHODS OF RECEIVING BENEFIT PAYMENTS:

(A)

(B)

©

D)

®

(&)

Maximum Allowance:

Reserve Guarantee Option:

100% Joint and Survivor Option:

50% Joint and Survivor Option:

100% Pop-up Joint and Survivor Option:

50% Pop-up Joint and Survivor Option:

Specific Benefit Option:

Upon death, 50% of the retiree’s maximum allowance is paid to the
spouse provided they had been married for at least one year prior to
retirement or five years beginning before or after retirement. A
spouse remains eligible for the maximum benefit uniess she or he
remarries or until death. I there is no eligible spouse, the allowance
will be paid to any minor and unmarried children until the last child
marries, dies, or attains age 18 or age 22 if a full-time student. All
other options will result in a lesser amount paid.

Upon retiree’s death, a cash refund to retiree’s designated beneficiary
based on present value of allowance at retirement less payments
made.

Upon retiree’s death, 100% of retiree’s allowance to continue to
designated beneficiary.

Upon retiree’s death, 50% of retiree’s allowance to continue to
designated beneficiary.

Upon retiree’s death, 100% of retiree’s allowance to continue to
designated beneficiary. If the beneficiary predeceases member, the
member’s benefit “pops up” to the maximum allowance.
Upon retiree’s death, 50% of retiree’s allowance to continue to
designated beneficiary. If the beneficiary predeceases member, the
member’s benefit “pops up” to the maximum allowance.

Upon the retiree’s death and subject to the approval of the Board of
Trustees, the member’s designated beneficiary will receive:

(1) a specific lump sum amount; or

(2) a specific periodical allowance.

These options are available for service, termination, non-line-of-duty disability, and line-of-duty disability retirement. The
option and/or beneficiary may be changed within thirty days after retirement.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland

SUMMARY OF PLAN PROVISIONS

For the Year Ended June 30, 2008

11. NON-LINE-OF-DUTY DEATH BENEFIT:

(A)  Eligibility Requirements: Member who dies while actively employed but whose death does not qualify as a line-
of-duty death.

(B) Benefit Amount:

)]

?

3)

Lump-sum benefit: The member's accumulated contributions and interest and if the member has one or
more years of service, 50% of the greater of the member's current annual compensation or average final
compensation shall be payable to the member's designated beneficiary or as specified by the plan provisions.

25% plus benefit: In lieu of (1) above, if the member had at least two years of continuous service, an
annual sum equal to 25% of the member's current annual compensation, plus 1.5% of the member's current
annual compensation for each year of service in excess of two years. This benefit is not to exceed 50% of the
member's current annual compensation. This benefit shall be payable to:

(a) the member’s spouse unless the spouse remarries or dies; or

(b) the member’s minor and unmarried children equally until the last child marries, dies or attains age 18
or age 22 if a full-time student.

100% survivorship benefit: If the member was eligible for a service retirement and the member's designated
beneficiary is his spouse to whom he was married for at least one year prior to the date of death, or surviving
parent, such beneficiary may elect to receive in lieu of (1) and (2) above, an allowance equal to the amount
that would have been paid under the 100% Joint and Survivor Option.

(©)  Offset to Retirement Allowance: This allowance is offset by workers’ compensation, if the member entered the
System after July 1, 1970.

12. LINE-OF-DUTY DEATH BENEFIT:

(A) Eligibility Requirements:

¢))

@

Immediate eligibility upon membership in the System and determined by a hearing examiner that the
member's death arose out of and in the course of the performance of duty, without willful negligence on the
part of the member; or

A member has been granted a line-of-duty disability and dies within five years as a result of the last injury
that resulted in a line-of-duty disability retirement.

(B) Benefit Amount: This benefit will consist of:

)

@

A refund of the member's accumulated contributions and interest to the member’s designated beneficiary or
as specified by the plan provisions, and

A pension of 100% of member’s current annual compensation to be paid to:
(a) the member’s surviving spouse to continue for life; or

()  if no surviving spouse or the spouse dies, then equally to the member's minor and unmarried children
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland

SUMMARY OF PLAN PROVISIONS

For the Year Ended June 30, 2008

©

equally until the last child marries, dies or attains age 18 or age 22 if a full-time student; or

(c)  if no surviving spouse or eligible minor child or children, then to the member's surviving dependent
parents to continue for life.

Offset to Retirement Allowance: This allowance is offset by workers’ compensation, if the member entered the
System after July 1, 1970.

13. DEFERRED RETIREMENT OPTION PLAN (DROP):

A)

(B)

©

®)

Eligibility:

8))

For members who entered the System on or before June 30, 2003, a member must have acquired 20 or more
years of service, regardless of age.

(2)  For members who entered the System on or after July 1, 2003, a member must have acquired 20 or more
years of service with at least 10 years of service as a contributing member of this System, regardless of age.

(3)  An application must be filed not less than 30 days nor more than 90 days prior to the date the DROP
participation will begin.

(4) A member who terminates employment immediately becomes ineligible to participate or to continue to
participate in the DROP.

Term of DROP:

The maximum period of time that a member can participate in the DROP is a single term of three consecutive years
beginning on the member's DROP start date.

No Service Credit While in DROP:

A DROP participant remains a member of the F&P but is not credited with F&P service.

Except for Intermediate DROP Retirement Benefits, compensation during the member's DROP participation period
shall be disregarded in calculating the member's AFC.

Discontinuation of DROP Participation:

0]

2

3

Q)

If a member terminates service anytime during or at the end of the three-year DROP period, participation in
the DROP ends automatically.

A member may elect to end participation in the DROP on either the first or second anniversary of the DROP
participation start date. The election must be made by filing an application with the System not less than 30
days and no more than 90 days prior to the first or second anniversary of the member's DROP start date.

A member who continues employment after terminating participation in the DROP shall resume earning
service credit in the F&P.

Once a member terminates participation in the DROP, the member cannot again participate in the DROP at a
later date.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland

SUMMARY OF PLAN PROVISIONS

For the Year Ended June 30, 2008

®

&)

If a member retires at the end of the participation in the DROP, begins receiving DROP retirement benefits,
and is then re-employed in a position covered by the F&P, all DROP retirement benefit payments will be
suspended until the member's later retirement.

DROP Account: The member's DROP account shall consist of:

ey

)

3
“

For each full year of a member's DROP participation, an amount equal to the annual service retirement
allowance the member would have received had the member retired from service and began receiving the
maximum retirement allowance;

For each partial year of a member's DROP participation, an amount equal to a member's pro-rated annual
service retirement allowance;

A separate sub-account consisting of the member's regular mandatory contributions: and

Interest compounded annually at 8.25% until the member terminates from service.

DROP Retirement Benefit:

¢y

(€3]

3

Basic DROP Retirement Benefit:
A member who terminates service during or at the conclusion of the DROP participation period will receive:

() the service retirement benefit the member would have received if the member had retired on the date
the DROP participation began; and

(b) the balance in the member's DROP account.
Intermediate DROP Retirement Benefit:

A member who continues working following the conclusion of the DROP participation period and terminates
service within 18 months after the DROP participation period has ended will receive:

(a) all benefits under the Basic DROP Benefit;
(b)  3.5% of the member’s AFC for each year of service credit eamed by employment following the
DROP participation period (taking into account the member's annual compensation while in DROP),

not to exceed 18 months; and

© 2% of the member's AFC for each year of service not already included in the calculation of the
member's retirement benefit under (a) and (b).

Full DROP Retirement Benefit:

A member who continues working following the conclusion of the DROP participation period and terminates
service 18 or more months after the DROP participation period has ended will receive:

(a) the full service retirement as of the member's actual date of retirement, excluding the member's time
while in the DROP; plus
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®

©®

)

®) 1.5% of the member's AFC for each year of service credit earned by employment following DROP,
not to exceed four years; and

©) the balance in the member's DROP account.
Non-Line-of-Duty Disability Retirement Benefit:

(a)  any member who retires on account of a non-line-of-duty disability during or at the end of the DROP
participation period will receive the Basic DROP Retirement Benefit.

(b)  any member who retires on account of a non-line-of-duty disability within 18 months after the end of
the DROP participation period will receive the Intermediate DROP Retirement Benefit.

(c)  any member who retires on account of a non-line-of-duty disability 18 or more months after the end of
the DROP participation period will receive the Full DROP Retirement Benefit.

Line-of-Duty Disability Retirement Benefit:

Any member who retires on account of a line-of-duty disability during or after the DROP participation period
will receive the line-of-duty disability retirement benefit consisting of: an annuity of the member's
accumulated contributions and interest, plus 66.667% of current AFC. This benefit will be paid instead of
any DROP retirement benefits and the member will not receive the balance in the DROP account.

Non-Line-of-Duty Death Benefit:

Due to the non-line-of-duty death of a member who dies during or after the DROP participation period, the
beneficiary will receive the non-line-of-duty death benefit, which in addition will consist of:

(@  Lump-sum benefit: The beneficiary of a deceased DROP participant must also receive the balance
of the deceased member’s DROP account in a lump sum payment; or

(b)  25% plus benefit: In lieu of (a) above, the beneficiary of a deceased DROP participant can elect
to receive the 25% plus benefit. This benefit shall be payable to:

)] the member’s spouse, while unmarried, or if the spouse remarries or dies; or

(i)  the member’s minor and unmarried children equally until the last child marries, dies or attains
age 18 or age 22 if a full-time student.

The beneficiary can elect to receive the balance of the deceased member’s DROP account in a lump
sum or in periodic payments.

© 100% survivorship benefit: If a spouse or surviving parent of a deceased DROP member elects to
receive the non-line-of-duty death retirement benefit, such beneficiary can elect to receive the balance
of the deceased member’s DROP account in a lump sum payment or in periodic payments.

Line-of-Duty Death Benefit:

The line-of-duty death benefit payable due to the death of a member who dies during or afier the DROP
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participation period will equal either of the following as elected by the member's beneficiary:

(a) the non-line-of-duty death benefit including DROP benefits as described above; or

(b) the line-of-duty death benefit payable as though the member had never participated in the DROP.
(8)  Benefits for Re-employed DROP Participants:

(a)  if a member receiving DROP retirement benefits is re-employed in a position covered by the F&P or
any Baltimore City sponsored retirement system and then later receives a service or disability
retirement, the member will resume receiving the DROP benefits which had been suspended at the
time of re-employment. Additionally, the member will receive 2% of the member's AFC for each
year of service credit earned during the re-employment period.

(b)  if a member receiving DROP retirement benefits is re-employed in a position covered by the F&P,
and then dies during employment, the member's beneficiary will receive a non-line-of-duty death
benefit. This re-employment death benefit also applies to line-of-duty death.

(G) DROP Post-Retirement Benefit Increases:

(1) A member who retires during or at the end of the DROP participation period will have that DROP
participation period credited toward the eligibility requirement for post-retirement benefit increases.

(2) A member who continues working at the end of the DROP participation period will not have that DROP
participation period credited toward the eligibility requirement for post-retirement benefit increases.

(3)  Post-retirement benefit increases for former DROP participants are applied prospectively.
(H) Form of Payment of Benefits from DROP Account:

A member (or a beneficiary after the death of the member in service) can choose to receive the total balance of the
DROP account as:

n One lump sum after the member's retirement; or
(2)  Periodic payments in the same form as the member’s retirement benefit.
14. POST-RETIREMENT BENEFIT INCREASES:

Post-retirement benefit increases are automatically provided to certain retirees and beneficiaries when investment
performance determined as of each June 30 exceeds 7.5%. Retirees and beneficiaries who have been receiving periodic
benefit payments for two or more years as of the June 30 determination date are eligible for the increase. An exception
exists for DROP participants who retire during or at the end of their DROP participation period. Basic DROP retirees will
have their DROP participation period credited toward the eligibility requirements for post-retirement benefit increases. The
actuarially determined increase is payable as equal percentage increases commencing in the January following the June 30
investment performance determination date.
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Statistical Section

The Baltimore City Fire and Police Departments united forces to participate in National
Night Out. National Night Out is an annual crime/drug prevention event designed to
heighten crime and drug prevention awareness, strengthen community partnerships,
and promote neighborhood spirit. Standing together at the 25t Annual National Night
Out event are Police Commissioner Frederick H. Bealefeld, III, Mayor Sheila Dixon and
Fire Chief James S. Clack.



Fire and Police Employees' Retirement System
City of Baltimore, Maryland
STATISTICAL SECTION NARRATIVE

The Statistical Section of this Comprehensive Annual Financial Report presents information to add historical perspective,
context, and detail to the financial statements, notes to financial statements, and required supplementary information presented in
the preceding sections. To provide historical perspective and a sense of trends, most exhibits in this Section are presented in
multiple-year formats. The information is categorized into two topical groups: Financial Trends and Demographic and Economic
Information.

Financial Trends

These schedules contain trend information to help the reader understand how the F&P’s financial performance has changed over
time.

Statement of Changes in Plan Net Assets - Fiscal Years 1999 - 2008

Revenues by Source - Fiscal Years 1999 - 2008

Expenses by Type - Fiscal Years 1999 - 2008

Benefit Expenses by Type - Fiscal Years 1999 - 2008

Average Monthly Service Retirement Benefit Payments - Fiscal Years 1999 - 2008

Demographic and Economic Information

These schedules offer demographic indicators to help the reader understand trends in F&P membership.

Active Members by Years of Service - Fiscal Years 1999 - 2008

Active DROP Members by Fiscal Year of DROP Entry and Department — Fiscal Years 1997 — 2008
Active Members and Active DROP Members by Years of Service and Department

Retirees and Beneficiaries by Attained Age and Type of Retirement

DROP Retirees and DROP Beneficiaries by Attained Age and Type of Retirement
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Fire and Police Employees’ Retirement System
City of Baltimore, Maryland

REVENUES BY SOURCE
Net Employer Contributions

Fiscal Investment % of Coveréd Member
Year Income Amount Payroll Contributions Total
1999 $ 200,443,433 $ 268,139 0.1% $ 8,381,576 $209,093,148
2000 154,616,410 235,272 0.1 9,470,800 164,322,482
2001 (90,727,720) 217,340 0.1 11,526,631 (78,983,749)
2002 (115,490,111) 252,220 0.1 14,241,040 (100,996,851)
2003 44,637,303 34,678,878 14.1 15,159,112 94,475,293
2004 222,720,518 42,699,166 17.7 15,421,154 280,840,838
2005 218,687,126 48,666,701 19.9 15,359,931 282,713,758
2006 179,177,889 49,661,627 200 15,157,898 243,997,414
2007 347,824,963 60,128,727 23.6 15,438,649 423,392,339
2008 (95,480,651) 72,687,585 27.0 16,547,425 (6,245,641)

Note: Employer contributions were made in accordance with actuarially determined contribution requirements.
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Fire and Police Employees’ Retirement System
City of Baltimore, Maryland

EXPENSES BY TYPE
Fiscal Retirement DROP Administrative
Year Benefits Payments Refunds Expenses Total
1999 $ 99,141,285 $25,901,332 $ 877,485 $1,476,168 $127,396,270
2000 115,494,917 12,934,599 1,078,875 1,087,798 130,596,189
2001 116,348,031 11,148,700 804,084 1,284,702 129,585,517
2002 118,678,646 7,545,984 800,898 1,520,942 128,546,470
2003 120,568,623 12,147,757 1,059,150 1,562,487 135,338,017
2004 127,436,253 24,494,758 1,093,504 1,905,163 154,929,678
2005 136,570,935 22,253,341 1,403,449 2,143,390 162,371,115
2006 147,873,466 14,025,599 1,708,619 2,552,458 166,160,142
2007 156,361,450 12,950,280 2,007,222 2,818,795 174,137,747
2008 166,183,128 14,118,642 1,627,871 3,264,028 185,193,669

80



81

OLL'T0E 081 995°666Y YOT 1€€°S ST10°L6L 1T 1S1°€9 88ITyi‘e TEVYI6'T T60°911°01 TrTe'iel 800C
0EL'TIE 691 SYI‘LLLY 1€8°L9€°S €81°6€8°0T 166°S€€ TI'9zo'e TP9ELT 16S°121°6 cer et L00T
€90°668°191 8CC019'Y €€S°LOT°S PSEVSI'61 9€1°8ST 998°€S8°T T'v9sT 17€°08€°8 SOT'OLY 811 9002
9LTYT8'8ST cTY'LEV'Y LOOLTO'S 166°T6L91 196°v6€ 17V 406°C 1vET8Y'T 9V E8LL 0ST'100°611 S00¢
110°1€6°1S1 £0¥°090°9 LET'610°S S69'¥T1°91 LLO'1ST 0SY'L¥8T 916°S9€T 620°0ST°L YLI‘TIOTIT 002
08€91LTET 00S°9TH'y 0S9°6ST°S 8TIvP6°ST 06LCT £8CYOLT 169°99€°C L98T61°L T1T0VL'Y6 £00C
0€9'vCT 9T LYE TOV'Y TE8 TIPS ¥6S°1€0°91 gecvll €10°6€8°C $SSLIET 18S°1¥9°9 TLEOLE'SS 00T
TEL°96VLTT TT6098'y ovs‘ov1‘9 88L'ETS LY 988°8LE 968°1ZI‘E 9TH'69v'C 9€6°S1S'9 LLE'S8Y'98 1002
915°6Z1'8T1 arv'L61Y £19°888°C 129°67€°91 80L‘LE9 £6£°818°C STE'80T T LTI'LIY'S £5L°S89°06 000¢
LI9THO'STI$ 8v6'61L°cS ¥89°165°S$ 819°TvECIS 8€6'691% 8€S°0S9‘T$ 0€0°9€0°C$ 102°Tv6'v$ 099°065°06%$ 6661
[e10L SaLBIOIJoULg An-uoN Ang wng dun Kn-uoN AnQq salejauag SR Suipug
Se2IaY sijouag pesq SIJoUq IAINS pue a3y Jeax
siyouag ANjiqesicq
AdAL A9 SUSNAIXH LIJANA]

pue[£Ieq ‘a1owiijeg Jo AND
WR)SAS JUoWAINSY s3aLojdwy 901[0d pue 11



Iy 6v 8¢ I

€E1°8S 60€°€9 085°SS SIF'IS

9ITY 966°¢ €L9°C 611°C

81 8¢C 1914 € I

L9L'09 €01°9S 8v6'8P LSL'LY 8L6'EY

081y 10S°€ 96¥°C 800°C |

0¢ 9¢ €€

OLY'1S ¥98°8¥ EV0‘SH

$68°¢ I¥0'€ €01°C

€9 1914 €S L4

918°9Y 888V 144044 7£9°08

T8LT 80€C 8161 €L8°1

ol 6Tl LL C €

9€°8Y 9T’ IV 0v9°8€ 081°6€ €08°LE

SI8°CT $ €82°C $ 88L°1 § ELY'T § 1261 §
1€ 0£-9C ST-1T 0C-91 S1-01

9DIAIS PINPIIL)) JO SIBS X

S9OIMISY FANOVY JO JoquInN
uonesuadwo)) [eul] 33eIoAY-98RI0AY
1youdg A[YIuUON 38eIoAY

£0/0£/9 03 TO/1/L po_d

S92IIOY FANOY JO DQUINN
uonesuadwo)) feur] 9FeIoAy-98RIoAY
yjouag A[PUO 3FeIAY

20/0€/9 01 T0/1/L PoLIed

$321119Y FANOVY JO IqUINN
uonesuadwo)) [eul] 93rIAY-8RIoAY
Nyouag A[YIUON dFeIoAY

10/0£/9 03 Q0/1/L POLId

SIOMITY SAIOY JO JoquInN
uonesuadwo)) feul 93rI0AY-0FvIOAY
Jyouag A[YPUOIN 8RIAY

00/0£/9 03 66/1/L POMRd

SAIMIY A0V JO JaquInN
uonesuadwo)) [eul 93RIOAY-ITRIOAY
Jyouag A[IUOA 3FvISAY

66/0€/9 03 86/1/L POLIxd

800C "0¢ dunf 01 8661 "I AInf WOL]
$3)R( QAN JUSWAINNY

SINAWAVA LITANAD INTWAILLAT HOIAYES ATHINOW TOVIIAV

puejAiepy ‘a1oumjed jo A1)

WNSAS JuoUIINY sdokojdwrg 9d1[0d pue alg

82



(459 Ly §6S 0c 6

¥€TTS LOL'8Y LOT'LY 121°08 LYY

L9T€E 86LC LLT'T PE6°1 09v'1

91 194 88 £

EV0VL 089°L9 196°59 810°SS

180°¢ 180y 860°¢ S19°1

9L Cl LS C

01¥°€9 9LS Y9 68¥°C9 0L1°001

ELS'E 1S9°¢ 1¥6°C 8IS'e

144 194 oL [4

€6¥°79 860°6S 72009 €86'¢S

66L°C 6LE'E LLLT 610C

9¢ I€ 08 € I

8V6'€9 069°19 810°09 1€8°6S vSTYS

(4224 098¢ SE6'T 10€C €6T°1

8L 6v 9¢ ) I

LIT19 SEE'19 ovo'LS £80°SS LE6'SY

6SEY $ TT8’e $ 0LST $ 6SET $ 998
+1¢ 0£-9¢ ST 1T 0291 $1-01

OIAISG PANPAI)) JO SIBI X

SO2I1I9Y SANOY JO JaqUINN
uonesuadwo)) [eul a3eIoAy-a8eIony
Njouag A[YIUO o8eIoAay

80/0€/9 03 86/1/L PO

S9MI3Y ANV JO IqunN
uonesuadwo)) Jeul] 93vIoAY-08RIoAY
njousg ATPuoN a8erony

80/0€/9 03 LO/T/L POLRL

S33I19Y ANV JO JoqUINN
uonesuadwo)) [eul] 98eIoAy-o3eIoAY
Jgauag AIPUO 9eiony

LO/OE/9 03 90/1/L polied

SO3I1}OY ANV JO JoqUINN
uonesuadwo)) [eur] o8eloay-o8eiony
njousg AJPuoN S8eIoAy

90/0¢/9 03 SO/1/L poL_d

SO0IIOY SANDY JO JOqUINN
uonesuadwo)) [eul 93 IoAY-93RIoAY
nyouag A[PUo a8erony

S0/0€/9 O3 ¥0/1/L pOLIxd

S92II9Y AANOVY JO JoqUINN
uonesuadwo)) [eul] dderoay-oferony
njoudg AJYIuo a8eIoAy

$0/0€/9 01 £0/1/L PolI_d

(papnpuo)) SINTWNAVA LIAANAS INFINAIILIA ADIAYAS A THINOW HDVIIAV

puejAIRpy ‘a10wmneq jo AND

waISAS JuswaNIaY ,seakojdwiy 901j0d pue aii

83



T68¢ (LSt 008t  <ccsc  Si8  Oor8c  Less  IbsE 668t £S8E
Yool Zoel  Svel ®ar 5car ssar Tsal 09¢l weel  erer
Slov sy I0%  060% 8Ly S8y S8y sy 19v S99V
991 I31 Vel I 154 TTE 00¢ 812 182 e
6€ 8YE Ste 6.2 €€t T 67€ 08¢ vbb 05
SI§ pIS €Ly L0§ 186 899 9 8¢ Ltb 99¢
LSL 199 LiL £LL 969 6L9 0¥9 909 €29 91L
p18 206 8v6 c€6 166 198 LLL 08 958 LSL
%6 6v6 1¢6 688 z16 £€6 PEO'T  6LO'T 8101 1011
8801 LIO'L 6101 ¥80°T PITT 6LI'T €17 eI 896 LY6
800C 1002 300C <002 F00¢ £00C Z00C T00¢ 0002 6661

o8y oferoAy

npaid

901A13G 98RIoAY
SIOqQUISIA [BI0],
+0¢

6C-ST

¥Z-0C

61-61

y1-01

65

-0
Ry

paNpaId
Jo sreax

HOIAYAS A0 SAVHA A9 STHININ JAILDV 40 A'INAIHIS

puejAey ‘a1owmnjed jo A1)

WISAS JUoWINNY saakojdwy 991104 pue 1]

84



t6 £l 1 :{44 o6v SIqUSNL JOUA [¥I0L

191 [4 1 18 LL +0¢
9T¢ 14 (474! 081 6¢-ST
1924 L S0T £eT YC-0C
[ S3aKo[dUg SpIenn) TR ETg Juswedaq ERTTNEIS
nodny Suisso1d any 104 paNpaId

100Y0S Josmox

jusunaeda(q pue 31AI3G JO SIBI X Ag SIIGUIdIA JOU ADOY JUALIN)) JO ANPIYIS

557 i — T T s1quO [0y
e ] ||| RS I| 3

991 [4 14 8 8L +0¢
62¢ 14 124! 181 6C-SC
SIS <l 61C 8¢ $¥Z-0C
LSL I L9T 68y 61-61
14t 00T 19 ¥1-01
96 90¢ 0¥9 6
880°1 LOY 189 -0
[e10L mQOHO—mEmm spiens) ucoaﬁdmoa uﬂogﬂvﬁ ERITNEIN
yodimy Suissor) g 1104 paupaI)

[o0yos Jo s1eax

jusnnreda( pue JIAIIS JO SIBI X Ag SIIQUIIJA] JATIY JUILINY) JO I[MPIYDS

800T ‘0€ Sun[ popuy Jeox 3y} 104

INFINLIVJAd ANV TOIAYAS A0 SIVAX A9 SYAIINIIN JOdd FALLDV INTIIND 40 ATNATHIS
INANLIVJIAd ANV IDIAYAS A0 SUVIA A4 SHAGWHAN FAILDV INHIAND 40 H'INATHIS
pue[AIR]y ‘arowmyed jo A1)

WNSAS WY saeko[dwy 1[0 pue aIL]



(4% €l I 8Ty 06y sIoquIsN dOYJ 18I0L

8T I - VL €8 80/0€/9 - LO/T/L

06 I (A Ly LO/OE/9 - 90/1/L

8Tl v Is €L 90/0€/9 - SO/T/L

8¢S I o€ LT SO/0E/9 - YO/1/L

09 z z 9% VO/0€/9 - €O/1/L

19 33 9C €0/0€/9 - TO/T/L .
8 9¢ 8¥ 20/0€/9 - T0/1/L "
29 I 67 € 10/0€/9 - 00/1/L

oL I v 8T 00/0€/9 - 66/1/L

@ I 8 €1 66/0€/9 - 86/1/L

01 v 9 86/0€/9 - L6/1/L

621 z 99 19 L6/OE/9 - 96/1/L

f@oL S33Ko[dUry Sprenn JusunIEdaq ymeunedsq inug Jodda

uodiy Suisso1r) ang o104 Jo Ieox
100408

INFNLAVJAA ANV AAINA JOYd 0 AVAX TVOSIA A9 SHAGWAN JOYd FALLDV INTIAND 40 ATNATHIS
pue[AIelA ‘“@I0wmied jJo A1)
woIsAS JuswaImay ,seakojdwy so1j0d pue ang



Fire and Police Employees' Retirement System
City of Baltimore, Maryland

SCHEDULE OF RETIREES BY ATTAINED AGE AND TYPE OF RETIREMENT

For the Year Ended June 30, 2008

TYPE OF RETIREMENT#*
Number of
Age Recipients 0 2 3 4 9
25-29 3 3
30-34 24 5 19
35-39 67 1 1 16 49
40-44 170 67 8 18 76 1
45-49 281 182 3 25 70 1
50-54 410 346 1 18 45
55-59 644 562 21 61
60-64 863 743 1 34 85
65-69 616 513 32 69 2
70-74 503 381 45 77
75-79 459 330 44 84 1
80-84 297 219 31 46 1
85 and up 141 102 14 25
Totals 4,478 3,446 14 _ 303 709 6
Average Annual
Benefit $33,294 $35,002 $30,621 $18,213 $31,321 $53,103
*Type of Retirement

0 - Normal retirement for age and service

2 - Discontinued service

3 - Non-line-of-duty disability

4 - Line-of-duty disability

9 - Line-of-duty disability, 100% of compensation
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Fire and Police Employees' Retirement System

City of Baltimore, Maryland

SCHEDULE OF DROP RETIREES BY ATTAINED AGE AND TYPE OF RETIREMENT
SCHEDULE OF DROP BENEFICIARIES BY ATTAINED AGE AND TYPE OF RETIREMENT
For the Year Ended June 30, 2008

Schedule of DROP Retirees by Attained Age and Type of Retirement

TYPE OF RETIREMENT*
Number of
Age Recipients 0 4

40-44 32 32

45-49 136 133 3

50-54 255 250 5

55-59 358 349 9

60-64 371 367 4

65-69 168 167 1

70-74 55 55

Totals 1,375 1,353 22

Average Annual
Benefit $40,408 $40,386 $41,736

Schedule of DROP Beneficiaries by Attained Age and Type of Retirement
TYPE OF RETIREMENT*
Number of
Age Recipients 0 3 4 6 7b 8

40-44

45-49

50-54 4 1 1

55-59 3 2 1 4 2
60-64 12 8 3 1

65-69 4 2 2

Totals 34 17 2 2 10 1 2
Average Annual

Benefit $21,330 $12,443 $9,925 $23,900 $30,454 $24,290 $58,599
*Type of Retirement

0 - Normal retirement for age and service

3 - Non-line-of-duty disability

4 - Line-of-duty disability

6 - Non-line-of-duty death, member eligible for service retirement at death

7b - Non-line-of-duty death, 25% of compensation, plus 1.5% of compensation for each year in excess of two years

8 - Line-of-duty death
ine-of-duty dea 89
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Fire & Police Employees’ Retirement System
City of Baltimore, Maryland
7 East Redwood Street, 19* Floor
Baltimore, Maryland 21202
443.984.2810 or 1.888.877.6565



